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CHAPTER I. INTRODUCTION
Farming has always been characterized as a high risk
business subject to numerous uncertainties; however, with the
advent of the early 1970s, producers began to realize an un
precedented level of price volatility. Due to the increased
price volatility, producers of farm products, specifically
cattle feeders in the case of this study, have found them
selves in a very unstable and potentially devastating market
situation. Economic and political uncertainties have made it
more difficult for producers and agribusinesses to make sound
management decisions. The 1970s, for example, brought dras
tic increases in petroleum prices, a movement by major coun
tries away from fixed to flexible exchange rates, the in
creased use of protectionist trade policies in other coun
tries, and the increased reliance of the United States on
agricultural exports. These events have caused a degree of
price volatility that was almost nonexistent prior to the
early 1970s.
The following discussion will focus on the developments
in the cattle feeding industry which have led to the current
situation. This will give the reader a clearer understanding
of the problems faced by today's cattle feeder in Iowa. In
addressing the problems of price volatility and profitabili
ty, this study will employ the use of the live cattle futures
contract on the Chicago Mercantile Exchange, in an effort to
alleviate some of the price risks now facing Iowa cattle
feeders, and to potentially increase their returns.
Objectives of this Study
This study is undertaken to determine the potential of
hedging in the futures market, using the live cattle contract
as a marketing tool for Iowa cattle feeders. The specific
goals are as follows:
1. To present a brief overview of issues and past de
velopments in the Iowa cattle feeding industry, in
order to make an informed evaluation of the poten
tial use of the live cattle futures contract and its
merits as a marketing tool.
2. To conduct a survey of selected Iowa producers in
order to quantify their actual use of the live cat
tle futures contract and to gain insights into their
reasons for the use, or lack of use, of the contract
3. To present a rather exhaustive review of literature
on the results of using futures markets by livestock
producers.
4. To compare the results, in terms of risk and returns,
between a routine hedging strategy and the sole re
liance on the cash market.
5. To evaluate the results, in terms of risk and re
turns, of several traditional hedging strategies and
modified hedging strategies that allow the producer
to hedge different proportions of production.
6. To compare the results of the strategies tested, in
terms of risk and returns, in an inclusive and ex
clusive production scenario. The inclusive pro
duction scenario presents the results for the pro
ducer feeding on a continuous quarterly basis, while
the exclusive production scenario presents the re
sults for the seasonal producer feeding once a year.
Organization of this Thesis
This thesis contains six chapters which are intended to
systematically address the objectives of this study.
Chapter I contains a descriptive summary of the situa-
tion now confronting Iowa cattle feeders. Included in this
chapter is a brief explanation of the problems facing Iowa
cattle feeders, along with a discussion of the potential use
of the live cattle fututres contract in an attempt to allevi
ate, at least in part, some of the price risk now facing pro
ducers .
Chapter II presents the results of a survey of selected
Iowa cattle feeders, in an attempt to determine their use of
the live cattle futures contract. Along with quantifying the
actual use of the live cattle futures contract by Iowa feed
ers, an attempt is made to quantify potential use based on
size, knowledge, and expertise of the producer.
Chapter III is devoted to reviewing related literature.
Included are studies that primarily examine the potential use
of the live cattle futures contract as a risk reducing mech
anism. Also included are studies that evaluate the use of
the feeder cattle contract, in an attempt to show the poten
tial reduction in feeder costs. Finally, the chapter reviews
studies evaluating the combined use of the corn, feeder, and
finished cattle contracts.
Methodology for the evaluation of alternative strategies
is presented in Chapter IV. Included in this chapter are the
assumptions involved in the feedlot simulation. Also ex
amined in this chapter are the criteria by which strategies
are to be compared and evaluated. The remainder of the
chapter is devoted to the explanation of the alternative
hedging strategies that are evaluated in this study.
Chapter V presents the evaluation of the results ob
tained in the simulation for the alternative hedging strate
gies. These results are presented for two types of producers
—one being the continuous feeder (inclusive scenario) where
combined results are reported across all feeding periods, and
the second being a seasonal feeder (exclusive scenario) where
results are reported for individual feeding periods. Also
presented in this discussion, is an evaluation of the results
from strategies designed to test the effectiveness of hedging
different proportions of production in an incremental fashion
These strategies are also presented in inclusive and exclu
sive scenarios in terms of the marketing periods.
The final chapter, Chapter VI, is devoted to summariz
ing the results and conclusions of this thesis. Also in this
chapter, possible areas for further research are identified.
The Current Situation
In analyzing the cattle feeding industry in Iowa, it is
imperative first to understand the dynamic impact it has on
the Iowa economy. Secondly, it is important to look at the
factors that have influenced the dramatic changes that have
taken place in the last fifteen years. Three studies;
Otto and Futrell (1984), Hayenga, Hallam, Loy, Wilson, Witt,
and Aldinger, (1984), and Cattle Fax (1984), have examined
the dramatic changes that have occurred in the industry
along with the factors contributing to these changes. The
studies outline possible avenues producers can take in com
bating the problems faced by today's cattle feeder in Iowa.
The cattle industry is a major contributor to the Iowa
economy. In 1982, the $2.4 billion received by cattle pro
ducers represented 40 percent of the total livestock receipts
and 23 percent of the value of all of Iowa's agricultural
production. The cattle industry made up 7 percent of gross
state product and stimulated another $1.46 billion in addi
tional economic activity, for a total of $3.86 billion. In
terms of employment during 1982, the Iowa cattle industry
accounted for more than 40,000 jobs and more than $550 mil-
lion in personal income for people directly, or indirectly,
involved in the cattle industry as reported by Otto and
Futrell (1984).
In addition, Otto and Futrell (1984) estimated the
state's decline in cattle feeding in terms of employment
loss, wages lost, and loss of overall economic activity in
the state. It has cost the state of Iowa more than 17,000
Jobs, totalling more than $178 million in wages. The over
all result in Iowa represents a loss of more than $2 billion
in economic activity.
This result is illustrated in Table 1.1 which shows the
fed cattle marketing numbers for the period 1970-1984 in the
five major cattle feeding states: Texas, Iowa, Nebraska,
Kansas, and Colorado. In 1984, Iowa marketed 1.924 million
head of fed cattle, which represented 9 percent of the 13-
state total of 22.525 million head. This represents a 23
percent decline from the previous year in marketings from
Iowa. Texas, on the other hand, marketed 5.09 million head
of fed cattle, which represents 23 percent of the 13-state
total. In 1970, Iowa marketed 4.584 million head of fed
cattle, accounting for 21 percent of the 13-state total;
Tab le 1.1. Fed Cattle Market ingjs, Five S t ates (USDA, 1985)
Year Texas Neb raska Kansas Iowa Colorado 13-State
(000 head)
1970 3138 3609 1890 4584 1905 21,810
1971 3663 3748 1966 3984 2151 22,311
1972 3663 3748 2405 4006 2301 23,877
1973 4412 3607 2500 3389 2144 22,618
1974 3899 3355 2240 3097 1904 20,898
1975 3067 2795 2264 2645 1838 18,276
1976 3947 3458 3084 2905 2134 21,867
1977 4227 3785 3287 2862 2291 22,541
1978 4915 4170 3471 3242 2451 24,321
1979 4445 3975 3214 2890 2264 22,599
1980 4160 3825 3015 2690 1925 21,306
1981 3960 4050 2985 2700 1915 21, 164
1982 4075 4500 3237 2503 2040 21,799
1983 4400 4580 3401 2493 2245 22,528
1984 5090 4220 3655 1924 2195 22,525
1985 4556^ 4468 3672 2119 2134
1986 4604 4553 3770 2012 2135
1987 4652 4639 3869 1904 2137
1988 4699 4724 3968 1797 2138
1989 4747 4810 4066 1689 2139
1990 4794 4896 4165 1581 2140
^1985-1900 are estimated values.
whereas Texas marketed 3.138 million head of fed cattle,
accounting for 14 percent of the 13-state total. In 1970,
Nebraska marketed 3.609 million head of fed cattle repre
senting 17 percent of the 13-state total. In 1984, Nebraska
marketed 4.220 million head of fed cattle representing 18
percent of the 13-state total. More significant, is the
change that has taken place in Kansas. In 1970, Kansas
marketed 1.890 million head of fed cattle representing
approximately 9 percent of the 13-state total. In 1984,
Kansas accounted for 3.655 million head of fed cattle repre
senting 18 percent of the 13-state total. Colorado's fed
cattle numbers and share of the market have remained rela
tively constant over the past 15 years, marketing approxi
mately 2.110 million head per year and maintaining a 9-10
percent share of the 13-state total.
Even after considering the drastic declines that have
occurred in the cattle feeding industry in Iowa, it still re
mains a very important sector in the economy of the state.
In 1983, expenditures on inputs to Iowa beef cow and cattle
feeding enterprises, excluding the purchase of feeder cattle,
amounted to $870 million; approximately 70 percent of the
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$870 million is attributed to feed. Corn represents 55 per
cent of the total feed cost most of which (96 percent) goes
to the feeding of cattle (Kester, 1984).
A discussion of some of the factors that have influ
enced the declining trend in the cattle feeding industry in
Iowa follows. This section draws heavily from a recent study
conducted by Iowa State University economists, (Hayenga et
al. 1984) and a survey conducted by Cattle Fax, outlining the
factors influencing the decline (Cattle Fax, 1984).
1. Maturity and Structure of the Industry. There is
a pronounced trend toward larger, more efficient operations
taking advantage of low margin and high volume. In 1970,
there were 42,000 feedlots in Iowa, of which 41,829 had less
than 1,000 head capacity. By comparison, in 1984, Iowa had
20,000 feedlots, of which 19,496 had less than 1,000 head
capacity. These feedlots of less than 1,000 head capacity,
accounted for 90 percent of the fed cattle in the U.S. in
1970, versus 50 percent in 1984 (USDA, 1970-1984). The
push toward larger feedlots is particularly evident by the
fact that 3 percent of Iowa's feedlots now produce 50 percent
of the fed cattle. In comparison, Texas has been striving
11
for larger, more efficient feedlots for years. In 1970, for
example, 19 percent of the feedlots in Texas produced 97 pei
cent of the fed cattle. In 1984, 14 percent of the feedlots
produced 99 percent of the fed cattle.
2. Custom Feeding. In Iowa, 86 percent of the cattle
fed are owned by the feedlot operators, compared to 34 per
cent in Texas. The lack of custom feeding limits the amount
of risk sharing, resulting in decreased cattle numbers and
limited sources of capital in Iowa.
3. Profit/Loss. The typical Iowa feedlot has sus
tained monthly losses 60 percent of the time from 1980
through 1984. Losses are increased due to the type of owner
ship, capital exposure, and use, or lack of use, of risk man
agement practices.
4. Financing. Texas feedlots have been financed at
somewhat lower although not significantly lower interest
rates versus their Iowa counterparts. Although the differ—
ences between the interest rates charged between regions may
be insignificant, the Iowa feeder has been plagued with
declining land values. Land values in Iowa have declined
from $2,147 in 1981 to $1,357 in 1984. (Muhin, 1985) making
12
lending practices based on landowner equity more risky for
banks. The Cattle Fax survey showed that of the feeders who
quit, 10-11 percent did so because of difficulty in obtain
ing financing. An additional 10-20 percent reported having
financial problems. Bankers are modifying lending policies
based on equity, to focus more on repayment ability. This
has lead to a lending squeeze by bankers, due to their per
ceptions concerning the riskiness and profitability of cat
tle feeding. The study reported that lenders are still
willing to finance feedlots if a profit can be made. How
ever, the results of the 86 lending institutions surveyed,
indicate that cattle feeding ranks last in terms of risk and
profitability in comparison to the following enterprises or
combinations: cash crop and hogs, cash crop, hogs, cash
crop and cattle feeding, and cash crop and cow-calf.
5. Lack of Records. One out of every four feeders in
Iowa is keeping adequate financial and production records.
Three fourths of the cattle feeders in Iowa are feeding
cattle as a hobby. The lack of adequate records has far
reaching implications in terms of the viability of the cat
tle feeding industry in Iowa. The lack of complete records
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hinders producers' potential to obtain financing. This also
hinders their ability to identify inefficiencies in their
feeding operations which are needed to rectify the situation.
6. Enterprise Alternatives. Cash crops and hogs have
proven to be better alternatives from a profit and risk
standpoint, as illustrated by the results of the 86 lending
institutions ranking of enterprises. As previously men
tioned, cattle feeding ranked last in terms of risk and
profitability, compared to various combinations of cash
crops, hogs, and cattle feeding. The appeal of other enter
prises to both producers and lenders, is causing younger
producers to concentrate on enterprises other than cattle
feeding.
7. Farmer First, Feeder Second. Iowa feeders manage
diversified farms. Ninety percent of Iowa feeders have other
livestock operations, which can lead to inefficient use of
time and resources. The diversification of enterprises in
Iowa has hindered the development of specialized management
skills found in other cattle feeding areas, such as the Texas
panhandle.
8. Farm Programs. Feed grain programs such as the
14
payment-in-kind program (PIK) increased grain prices while
decreasing available supplies for feeders. Programs such as
PIK, induced diversified Iowa operations to eliminate cattle
feeding from their operations. While in states such as Ne
braska and Kansas, wheat surpluses encouraged cattle feeding.
9, Ability to Adapt. Producers of agricultural com
modities are often characterized as being conservative and
very independent. The cattle feeders are no exception.
Rather than change or adapt new management practices, many
Iowa cattle feeders have opted to quit, or have been forced
out of existence. Instead of consulting available expertise
in areas such as marketing, nutrition, finance, and account
ing, many Iowa producers have relied on their own abilities.
In contrast, most Texas feedlots employ a nutritionist and a
professional market analyst.
10. Feed, Feeder, and Fed Cattle Prices. In comparing
Texas, the number one cattle feeding state in 1984, to Iowa,
differences exist in prices paid and prices received by
feeders. For example, from 1980 through 1983 the cost of
feeders has been greater for Iowa producers by an average of
$2.50 per cwt. for calves and $1.50 per cwt. for yearlings,
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primarily due to Texas being the number one cow-calf state.
Although the differences in feeder prices is apparent, it has
not changed significantly over time and does little to ex
plain the decline in cattle feeding in Iowa as explained by
Hayenga et al. (1984). Similar results were found for fed
cattle prices; however, the lower Iowa prices were not found
to be significantly different from prices in Texas. The pri
mary difference between Iowa and Texas when considering
feeder costs is the weight at which cattle are placed on
feed. Texas places 80 percent yearlings while Iowa feeders
place 50 percent yearlings and 50 percent calves (Cattle
Fax, 1984).
In terms of feed supply, Iowa holds a comparative ad
vantage over other areas, but the low price point for corn
prices has migrated towards western Iowa and Nebraska. A
20-40 cent per bushel premium for cash corn delivered to the
Mississippi River, is a big factor in many eastern Iowa feed-
lots' decision to eliminate their feeding operations. Even
though Iowa holds a comparative advantage in corn produc
tion, farm programs and lower wheat prices have caused feed-
lots in competing areas to substitute wheat for corn in
16
their rations. For example, the percentage of wheat used
in Texas rations has increased from 8 percent in 1982, to
over 26 percent in 1984 with some lots using as much as 70
percent wheat. Kansas State University economist, Mike
Sandsj states that because of the heavier wheat bushel and
higher protein content, the feeder can afford to pay 12-15
percent more for wheat CBhmke, 1984).
Upon examining the results of these studies and
comments made by prominent economists, the following is a
list of the major recommendations for educational and legis
lative actions that were made: (1) maintain accurate
records, (2) do a better a job of buying and selling cattle,
(3) install scales, (4) consider custom feeding, (5) consider
joint ownership of feedlots, (6) increase use of risk manage
ment practices, (7) increase market knowledge, (8) gain a
better understanding of the feeding industry, and finally,
(9) recognize and prepare for changes in lending policies.
Legislative points of interest in combating the declining
cattle industry in Iowa include, pollution regulations, land
use and ownership, and taxes.
As previously described, the Iowa cattle feeder has
17
been plagued by a number of factors which have led to the
drastic decline in fed cattle marketing numbers. Clary,
Dietrich, and Farris (1984) concluded that cattle feeding
and slaughtering firms in the southern and central plains,
especially West Texas, West Oklahoma, Kansas, and Nebraska,
enjoy considerable advantages due to the proximity of feed
grain and feeder cattle supplies, access to major fed-beef
markets, and economies of size associated with the feeding
and slaughtering industry. Because of these factors, the
migration of cattle feeding to these areas should continue
for some time. If the trend continues, (see Table 1.1) by
1990, Iowa's fed cattle marketings could fall to a mere 1.5
million head, in comparison to the 1970 level of over 4.5
million head. Kansas would increase its fed cattle market
ings in the 20-year period from 1.9 million head in 1970,
to 4.2 million head by 1990. Texas and Nebraska would
compete for the number one ranking in terms of fed cattle
marketings, with both states marketing annually approxi
mately 5 million head.
Some do not believe that the declining trend in Iowa
fed cattle marketings will continue because elusive profits
18
are available to efficient feeders, in terms of production
and marketing practices, due to abundant supplies of grain,
cheaper feed costs, and an adequate supply of packers. As
explained by Rouse, Russell, Futrell, Hayenga, Jolly and
Boehlje (1985) the feed resources, potential use of residues,
the increasing cost of transportation, and the potential
decrease in feed grain production in the Southwest shed some
hope on an otherwise dismal picture of the future of the
Iowa cattle feeder.
Iowa cattle producers will have to adjust their feeding
operations by incorporating technologies, production exper
tise, management skills, marketings skills, and record keep
ing systems that the more competitive, efficient, feedlots
are already using. Iowa producers must realize their
strengths, such as: (1) producing nearly ail of their feed
stuff requirements, (2) decreased cash outflow for feed, (3)
increased production per acre by utilizing grain silage, (4)
storing higher moisture grain to decrease drying costs, (5)
residues used for feed, (6) disposal opportunities for
manure, and (7) the use of existing buildings in order to
reduce costs. It is imperative that Iowa producers recog-
19
ni2e their weaknesses and seek to overcome them in order
to compete with producers in regions such as the Southern
Plains. Iowa producers may want to focus on the use of
formal marketing strategies in order to reduce inherent
price risks.
The Problem
Underlying the declining numbers of fed cattle marketed
in the state of Iowa is the lack of profitability and the in
creased variability of returns. The realization of profits,
as in any business, is the prime motivation for Iowa cattle
feeders to produce finished cattle. The goal is realized
when the revenue generated from the sale of their finished
cattle is greater than the costs of production. The cattle
feeder attempts to produce for a profit, but is subject to
market risks that place the feeder in an uncomfortable posi
tion. Cattle feeders are price takers at the time of sale
and are subject to changing market situations throughout the
year. When producers buy feeders, they are subject to mai—
ket conditions at that particular time. In most instances
when cattle are purchased, the producer is committed to
finish those cattle. A sufficient quantity of feed must be
20
available from either the feeders' own production or pur
chased in order to finish the cattle. As previously ex
plained, corn is the main component of the feed ration and
the producer must pay the current market price. Once placed
on feed, it usually takes approximately six months for the
cattle to reach market weight. Upon reaching market weight
the finished cattle are delivered to the market. The price
received for the finished cattle is again determined by the
market forces of supply and demand.
A major problem for the cattle feeder is the price risk
assumed between the time the inputs are purchased and the
time the finished cattle are marketed. Producers have no
influence over input prices at the start of the feeding per
iod and no influence over finished cattle prices when feeding
commences. The forces of supply and demand, which determine
these prices, can change significantly over the course of the
feeding period. The cattle feeder normally has no guarantee
as to whether or not the price received for finished cattle
will be enough to cover the costs of production.
In spite of the uncertainty in returns to feeding, cat
tle feeding in Iowa was generally a profitable enterprise
21
throughout most of the 1960s and early 1970s. The Costs and
Returns to Iowa Farms annual report FM-1789, published by
the Iowa State University Extension Service, indicates that
for the period of 1964 through 1973 cattle feeding resulted
in a positive return to management 70 percent of the time.
One of the reasons for the dependable profits that the cattle
feeders received during this time was the fact that the
finished cattle market was fairly stable. Prices were not
prone to large fluctuations varying within a relatively
narrow range. Figures 1.1, 1.2, and 1.3 show the annual
price range for Omaha Choice Steers. Kansas City Feeder
Steers, and Chicago Corn, from 1960 through 1984. During
the 1960 through 1972 period, corn had an average annual
price range of only 32 cents per bushel. During that same
period, the average annual price variation for choice steers
and choice feeder steers was $6.01 per cwt. and $4.64 per
cwt., respectively. Another measure of the variability in
the prices for corn, feeder steers, and finished cattle,
was found by dividing the standard deviation by the mean
price, obtaining the coefficient of variation. The coeffi
cient of variation for the period of 1960 through 1972 was
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.10, .18, and .13, respectively.
In contrast to the 1960-1972 period, the average feeder
of the late 1970s and early 1980s who relied totally on the
cash market, was faced with increasingly variable prices at
two different points in time which created even higher risk
situations. During the period 1973 through 1984, the average
annual price range for Omaha Choice Steers, Kansas City Feeder
Steers, and Chicago Corn was $15.38 per cwt., $16.28 per
cwt., and $1.15 per bu., respectively. These ranges are 3.59
times greater for corn, 3.51 times greater for feeders, and
2.56 times greater for finished steers, when compared to the
average annual price ranges for these commodities for the
period 1960 through 1972. The coefficients of variation for
the latter period, .15 for corn, .28 for feeders, and .21
for finished cattle, show significant increases. Due to the
increased price fluctuations, feeders faced equally volatile
profits. For example, the annual Iowa Farm Costs and Returns
Summary, FM-1789, reported that the beef feeding operation
obtained positive returns to management about 40 percent of
the time for the period 1973 through 1984, ranging from
-$10.20 per cwt. in 1982 to $7.73 per cwt. in 1978.
26
A more detailed report of the profits and losses in
curred by Iowa cattle feeders is presented in Tables 1.2»
1.3, 1.4, 1.5, 1.6, and 1.7 which report the average annual
returns, percent of time profits and losses were incurred,
and the seasonal returns for 450 pound feeder calf and 650
pound yearling steer feeding operations (Iowa State Univer
sity, M-1229, 1985). The analysis takes into consideration
all costs, such as depreciation, interest, labor, and corn,
at representative market values. The feed costs are based
on a ration of corn silage and shelled corn. Corn prices
are weighted averages of all monthly prices in the feeding
period. Corn silage is valued, on a per ton basis, at 8
times the monthly average price of corn. The selling price
is the average monthly price in the sales month for choice
steers on the Interior Iowa-Southern Minnesota market.
It was found that for the period 1968 through 1984,
yearling feeding returned positive average annual profits
59 percent of the time. During the period of increased
price variation, 1973 through 1984, the percent of time
positive annual profits were obtained drops to 50 percent.
The average annual profits for the 17 year period was $2.72
Table 1.2.
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Average Profits Yearling Feeding, Iowa, 1968-1984
(Iowa State University, M-1229, 1985)
Months Months Percent of Months Average
YEAR Prof i t Loss Profitable Return $/Head
1968 10 2 83 8. 97
1969 9 3 75 19.73
1970 6 6 50 -11.73
1971 8 4 67 8. 92
1972 11 1 92 37.70
1973 8 4 67 34.26
1974 0 12 0 -107.81
1975 9 3 75 33.16
1976 0 12 0 -65.45
1977 1 11 8 -40.41
1978 12 0 100 82.90
1979 7 5 58 58.47
1980 2 10 17 -35.53
1981 0 12 0 -46.89
1982 9 3 75 49.64
1983 4 8 33 -7.41
1984 9 3 75 27.79
Percent of Months Profitable 51^
Average Profit $2 . 72/hd.
Returns Range {-$161/hd. to $206/hd,)
Table 1.3.
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Distribution of Profits or Losses, Yearling
Feeding Program, Iowa, 1968-1984
(Iowa State University, M-1229, 1985)
PROFIT OR LOSS PERCENT OF TIME
Profit over $200/hd. Less than 1%
Profit over $175/hd. 2
Profit over $150/hd. 3
Profit over $125/hd. 5
Profit over $100/hd. 9
Prof it over $75/hd. 16
Profit over $50/hd. 24
Profit over $25/hd. 33
Profit over Breakeven 51
Losses below Breakeven 49
Losses over $25/hd. 34
Losses over $50/hd. 23
Losses over $75/hd. 14
Losses over $100/hd. 8
Losses over $125/hd- 4
Losses over $150/hd. 1
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Table 1.4. Seasonal Yearling Feeding Returns, Iowa,
1968-1984 (Iowa State University, M:-1229, 1985)
Month Years Years Percent Month Average
Sold Prof i t Loss Profit Return $/head
January 7 10 41 -11.73
February 7 10 41 -5.57
March 10 7 59 4.82
Apr i 1 11 6 65 25.96
May 12 5 71 34.71
June 12 5 71 33. 15
July 12 5 71 25.51
August 10 7 59 12.66
September 7 10 41 -9.08
October 5 12 29 -22.21
November 5 12 29 -29.68
December 7 10 41 -25.78
Average Yearly Profit $2.72 Per Head
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Table 1.5. Average Profits Calf Feeding, Iowa, 1968-1984
(Iowa State University, M-1229, 1985)
Year
Mon ths
Profit
Months
Loss
Percent
Months Profit
Average
Return $/Head
1968 12 0 100 11.06
1969 12 0 100 29.41
1970 7 5 58 . 10
1971 9 3 75 7.58
1972 12 0 100 43.35
1973 9 3 25 47. 18
1974 0 12 0 -108.93
1975 8 4 67 15.31
1976 3 9 25 -31.78
1977 2 10 17
1
o
1978 12 0 100 102.93
1979 11 1 92 115.43
1980 2 10 17 -43.68
1981 0 12 0 -58.50
1982 11 1 92 55.35
1983 6 6 50 1.97
1984 10 2 83 7. 18
Percent of Months Profitable 62%
Average Profit $9 .02/Hd.
Prof it Range (-$161/HD . to $248/Hd.)
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Table 1.6. Distribution of Profits or Losses, Calf Feeding
Program, Iowa, 1968-1984
(Iowa State University, M-1229, 1985)
Profit or Loss
Prof
Prof
Prof
Pro f
Prof
Prof
Prof
Prof
Prof
Prof i
Los s
Loss
Loss
Loss
Loss
Loss
Loss
t over $225/hd.
t over $200/hd.
t over $175/hd.
t over $150/hd.
t over $125/hd.
t over $100/hd.
t over $75/hd.
t over $50/hd.
t over $25/hd.
t over Breakeven
below Breakeven
over $25/hd.
over $50/hd.
over $75/hd.
over $100/hd.
over $125/hd.
over $150/hd.
Percent of Time
Less than 2
2
3
3
6
9
17
24
34
62
38
31
21
11
6
4
2
32
Table 1.7. Seasonal Calf Feeding Returns, Iowa, 1968-1984
(Iowa State University , M-1229, 1985)
Month Years Years Percent Average
Sold Profit Loss Months Profit Return/Hd.
January 9 8 53 -8.35
February 10 7 59 -4.07
March 10 7 59 5. 14
April 12 5 71 27 . 37
May 13 4 76 40.08
June 11 6 65 30.74
July 13 4 76 29.86
August 12 5 71 22.79
September 9 8 53 7.98
October 9 8 53 -7.99
November 9 8 53 -19.56
December 9 8 53 -15.83
Average Yearly Profit $9.02/Hd.
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per head, ranging from -$107.81 per head in 1974 to $82.90
per head in 1978. However, the average annual profit for
the 1973 through 1984 period was -$1.44 per head. Profits
for the total period were elusive, at best, with monthly
profits over breakeven costs occurring 51 percent of the
time, and monthly profits over $25 per head occurring only
33 percent of the time. With profits of $25 per head or
$2.27 per cwt. based on a 1,100-lb. steer, the room for
error or inefficiency is almost nonexistent if profits are
to be realized.
In contrast, the feeding of calves showed a 71 percent
chance of annual profits for the total period and 58 percent
chance of annual profits from 1973 through 1984. The aver
age profit returned to this operation over the 17 year per
iod was $9.02 per head, and $5.15 per head for the period
1973 through 1984. Annual returns for the 17 year period
ranged from -$108.93 per head in 1974, to $115.43 per head
in 1979. Monthly profits over the breakeven point were
received 62 percent of the time and profits over $25 per
head were received 34 percent of the time.
A seasonal pattern was observed for both the calf and
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yearling feeding operations in terms of profitability. In
both cases, profits were obtained most often for the 17-year
period by selling finished cattle from April through August.
Feeding yearlings returned profits 67 percent of the time
for marketing periods from April through August for the 17
years, averaging $26.40 per head. In comparison, for the
same marketing period of April through August, the calf
operation returned profits 72 percent of the time averaging
$30.17 per head. Losses resulted in 63 percent of the years
during the September through February period, for an average
annual loss of $17.34 per head for the yearling operation.
The calf operation resulted in losses in 46 percent of the
years during the October through February period, with an
average annual loss of $11.16 per head.
As previously explained, cattle feeding has become an
increasingly volatile enterprise, in terms of the potential
returns. However, the rate of consumption by consumers
indicates a large demand for beef, which should signal
potential profits to producers who manage to stay in the
cattle feeding business. As long as the demand for beef
exists, along with the potential to realize profits, some
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cattle feeders will remain in the business. Due to the
increased price volatility facing cattle feeders in the
1980s, a more reliable method of pricing their fed cattle
in relation to their costs of production is needed.
Cattle feeders can not rely on the cash market to pro
duce prices that will result in profits. The cattle feeder
of the 1980s will find that pricing inputs and outputs at
two different times simply leaves too much uncertainty, and
is too risky considering the large amount of investment
capital involved. Some production industries in other sec
tors of the economy, have overcome this obstacle through the
use of contracts as a forward pricing mechanism. Contracts
are negotiated with raw material suppliers for inputs and
contracts are negotiated with purchasers of finished goods.
By using contracts to set prices, firms can more readily
calculate the profit they expect to receive from the pro
duction process. Cattle feeders also need to adopt surer
long-range marketing and production plans, including forward
contracts, that satisfy their goals and needs more effective
ly than strict reliance on the cash market.
Unfortunately, because of the nature of both the inputs
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and the resulting output of beef production, direct negotia
tion of contracts is not a practical alternative for most
cattle feeders. Agricultural producers have no guaranteed
method of production that will insure that they will produce
exactly the right quantity and quality that would satisfy
the specifications of the contract. However, it is possible
for the cattle feeder to employ commodity futures contracts,
for the purpose of establishing the price of their basic
inputs to production. In the case of the cattle feeder, the
relevant commodity futures contracts would be corn and
feeder cattle. At the same time, the cattle feeder can use
the same method to determine the price of the finished
cattle. Because of this, the cattle feeder may have an
effective method of pricing that is an alternative to strict
reliance upon the cash market which would allow the estima
tion of input and output prices at a single point in time
prior to production.
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CHAPTER II. SURVEY RESULTS
The increased price variability of the 1970s, generated
a great deal of interest in trading futures by both specula
tors and hedgers. This chapter presents the results of a
survey of Iowa cattle feeders to determine the extent to
which they use livestock futures and to identify factors that
may discourage the use of livestock futures by these pro
ducers. In addition, this chapter discusses the results of
some similar previous surveys.
Previous Surveys
Three previous surveys have dealt with the use of live
stock futures. The first survey was conducted by the Chicago
Mercantile Exchange of traders holding either live cattle or
hog futures contracts on July 28, 1967 (Kirtley, 1968). The
survey describes the holders of contracts in terms of occupa
tion, whether speculating or hedging, and what positions
(long or short), were being held in the market. The survey
found that a substantial amount of hedging was occurring in
both the hog and cattle contracts. Hedgers accounted for
three-quarters of the short positions in cattle and half of
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the short positions in hogs. Producers and packers accounted
for approximately 80 percent of the open interest in hog con
tracts, and approximately 70 percent of the open interest in
cattle contracts. Cattle feeders accounted for approximately
50 percent of the total cattle contracts outstanding with 71
percent of those considered hedges (Kirtley, 1968).
The second survey was conducted by the Commodity Ex
change Authority on May 29, 1969, (USDA, 1970) in an attempt
to obtain the same type of information as reported in the
1967 study. The survey also reported on the distribution of
contracts held by traders, the growing use of spreads, and
the location and occupation of users. Of those hedging,
approximately 50 percent of the short positions were held by
feeders. A little more than 30 percent of the long positions
in the live cattle contract were held by packers.
The third survey was conducted in 1973 by the University
of Illinois at Urbana Champaign of Illinois livestock pro
ducers, in an effort to gain a better understanding of pro
ducers' knowledge and use of the livestock futures market
(Leuthold, 1975). The results of the survey showed that more
than 80 percent of the producers had not used the futures
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market at all. Slightly more than 11 percent of those sur
veyed indicated that they had used futures other than for
livestock. Approximately 6 percent indicated that they had
used the livestock futures market for either live cattle,
live hogs, or feeder cattle. The survey also points out that
the primary reasons for the non-use of the livestock futures
market were inadequate knowledge and the lack of size of
their operations. Those using the futures market tended to
be larger, more specialized producers.
Survey of Iowa Producers
A survey of Iowa cattle feeders was conducted to obtain
descriptive information pertaining to their use and non-use
of the livestock futures market. See Appendix for a copy
of the questionnaire used to obtain this information. The
primary objective of the survey was to obtain additional in
sight on Iowa producers* attitudes and perceptions of the
livestock futures market. The survey questionnaire was pre
sented to two different groups of producers: one being
farmers attending the Custom Cattle Feeding Conference in
Ames, Iowa on April 1-2, 1985, and the other being students
enrolled in farm management and agricultural marketing
40
courses during the spring and fall semesters of 1985 at Iowa
State University. It was anticipated that farmers attending
the Custom Cattle Conference would be involved, on the aver
age, in larger operations when compared to the average oper
ation represented by the students. Ninety-eight percent of
the students came from farms owning an average of 374 acres
versus an average of 546 acres owned by all of the producers
at the Custom Cattle Conference. The results of the survey
will be presented separately for both groups of producers.
The survey was divided into five parts in order to col
lect information as follows: (1) general farm background
information from all producers, (2) information from those
producers who have never used livestock futures, (3) infor
mation from those producers who have never used livestock
futures but have used other commodity futures, (4) informa
tion from those producers who have used livestock futures,
and (5) information from all producers regarding their mar
keting practices. Parts 2 and 3 list potential reasons for
the use, or lack of use, of livestock futures. Those pro
ducers answering either of these parts were asked to rank
the reasons from 1 to 3, with 1 being very important, 2
41
being somewhat important, and 3 being not important. The
goal of part 4 was to identify marketing habits, in terms of
the amount of time spent following the market, the purpose
for placing the hedge, and the normal procedure used in
lifting the hedge. Part 5 was included to obtain specific
information pertaining to the amount of livestock and crops
purchased and sold on the farms surveyed. This part of the
survey also attempted to identify the approximate proportion
of the commodities hedged, for either purchase or sale in
1984, and the maximum percent hedged in any one year from
1974-1983.
A total of 285 Iowa State students were surveyed, as a
proxy for their family operations, from which 268 usable
questionnaires were collected. The students were enrolled
in the College of Agriculture, all of whom were attending
either farm management or agricultural marketing classes.
Of the 268 students responding, 100 percent answered part 1,
88 percent answered part 2, 26 percent answered part 3, and
12 percent answered part 4. Part 1 was directed at obtaining
general information concerning the age of the operator, the
number of years engaged in farming, the number of acres owned
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and rented, and finally, the percent of income earned from
off-farm sources. The average age of the operator was 48,
and the average number of years the operator had been engaged
in farming was 28. Ninety-eight percent of the respondents
reported owning an average of 374 acres. Forty-nine percent
of the respondents reported renting an average of 356 acres.
Forty-one percent of the respondents reported that an aver
age of 36 percent of their income was earned from off-farm
sources.
Part 2 of the survey was answered by 88 percent of the
students reporting to have never used livestock futures. In
adequate knowledge of how the livestock futures market oper
ates was ranked as the most important reason for non-use of
livestock futures by 60 percent of the students answering
part 2. The second most important reason given for non-use
by the students was that the livestock futures market is too
risky. According to the students surveyed, the time it takes
to stay informed about the current futures market situation
and the expected "lack" of returns from the use of livestock
futures were also important factors in explaining their non-
use of futures. Of those students answering part 2, only 21
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percent felt that the lack of adequate capital was very im
portant, which is somewhat surprising given the financial
problems plaguing so many Iowa farmers.
Table 2.1. Reasons for non-use of livestock futures in
student family farm operations
Very Somewhat Not
Reason Important Important Important
(percent) ^
Inadequate knowledge of the 60 27 13
livestock futures market
Lack of Capital 21 47 32
Size of operation too small 34 28 38
Livestock futures market 49 35 16
is too risky
No time to follow the livestock 33 36 31
futures market
Expected returns not worth the 35 42 23
inves tmen t
® Results are recorded as the percent of the 236
students answering part 2.
Part 3, answered by 26 percent of the students, repre
sents those producers that have only used futures other than
livestock. The most important reason, as shown in Table 2.2,
for not using the livestock futures market according to these
students was the producers lack of size to fulfill the equiv
alent of one livestock futures contract. Half of the students
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answering part 3 indicated that the feeding of livestock was
not a part of their enterprise, which explains the low level
Table 2.2. Student reasons for the non-use of livestock
futures by those who have used other commodity
futures
Reason
Very Somewhat Not
Important Important Important
Size of livestock operation 50
is too small
Inadequate knowledge of the 26
livestock futures market
Lack of adequate capital 18
No time to follow the futures 27
market
Livestock futures market 37
is too risky
Not interested in contracting 18
or forward pricing of
livestock
Livestock futures offer 21
no benefit (reduced price risk
and/or increased profit)
(percent) ^
17 33
48 26
34 48
32 41
44 19
40 42
46 33
^ Results are recorded as a percent of those 74 students
answering part 3.
of importance assigned to contracting or forward pricing of
livestock. Of those that do feed livestock and are of ade
quate size to justify the use of livestock futures, it seems
that the same reasons for not using livestock futures prevail
including livestock futures are too risky, inadequate knowl-
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edge, and lack of benefits in terms of price risk reduction
or increased profits. Again, lack of adequate capital was
not found to be of great importance.
Part 4 of the survey represents those who have, at one
time or another, used the livestock futures market. Of the
32 students (12 percent of the students surveyed), indicating
the use of the livestock futures market, 23 percent indicated
the use of futures for cattle, 54 percent indicated the use
of futures for hogs, and 23 percent indicated that they had
used both cattle and hog futures contracts at one time or
another. This section is divided into the following three
parts: (1) the frequency that producers follow the market
situation when actively engaged, as compared to when not
actively engaged in futures trading, (2) the purpose of the
livestock hedge, and (3) the normal procedure used in lifting
the hedge. The 32 students answering part 4 indicated that
the livestock futures market situation is watched more close
ly by them when actively engaged in trading compared to when
they are not actively engaged in trading. Approximately 63
percent of those responding indicated that, while holding an
active position in the futures market, reports on the current
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market situation were reviewed on a daily basis.
Question two of part 4 identified the purpose of the
livestock hedge. Students were asked to rank six different
purposes for placing the hedge from 1 to 3, with 1 being
very important, 2 being somewhat important, and 3 being not
important. The results, as shown in Table 2.3, indicate
that ninety-three percent of the producers using the live
stock futures market do so in order to reduce the price
risk. In an attempt to further identify possible purposes
for producers using the livestock futures market, hedging
strategies pertaining to locking in a price of fed animals
greater than an indicator, such as the expected future cash
price, were included. Of the specific hedging strategies
included, both locking in the price of fed animals at a
level greater than the expected cash price, and locking in
the price of fed animals at a price greater than the break
even price, were shown to be the second most important
reasons producers use the livestock futures market. The
use of the livestock futures market for purposes of locking
in the price of feeder cattle was of little importance to
these producers. The use of livestock futures at the re-
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quest of bankers was practically nonexistent, with 91 per
cent of the students stating that it had no importance in
the decision to use futures.
Table 2.3. Purpose of the livestock hedge according to
students
Mos t
Purpose Important
Somewhat
Important
No
Importance
(percent
Reduce price risk 93 0 7
Lock in a price greater than 56 32 12
the expected cash price
Lock in a price greater than 50 38 12
the breakeven price
lock in a price greater than 25 37 38
the current cash price
Fix the price of feeder 12 29 59
cattle
Request of banker 0 9 91
^Results are recorded as a percent of the 32 students
answering part 4.
The last question asked of those having used livestock
futures pertains to the normal procedure used in lifting
hedged positions. Of those producers employing the livestock
futures market, 41 percent held it until livestock were mar
keted, 50 percent lifted and subsequently replaced it during
the feeding period a number of tiroes, or 9 percent lifted the
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hedge during feeding and never replaced it. Therefore, a
majority of producers making use of the livestock futures
market did not always use the futures market as a traditional
hedger would by not lifting the hedge until the cattle are
marketed. Twenty-two percent stated they had made delivery
on a contract with a majority of those indcating that de
livery was made on hogs.
The following section will present the results of the
survey given to approximately 250 producers attending the
Custom Cattle Feeding Conference on April 1-2, 1985, in
Ames, Iowa. The format for presenting the results will be
the same as that used for presenting the students' responses.
A total of 83 surveys were voluntarily completed and deter
mined to be usable. Of these producers, 100 percent answered
part 1, 33 percent answered part 2, 10 percent answered part
3, and 67 percent answered part 4.
As previously explained, part 1 was included to: (1)
obtain descriptive information pertaining to the age of the
operator, (2) number of years engaged in farming, (3) number
of acres owned and rented, and (4) the percent of income
earned from off farm sources. Based on the survey, the
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average age of the producers attending the conference was
43, with an average of 22 years of farm experience. Pro
ducers who owned land (100 percent) owned 546 acres on the
average, and producers who rented land (approximately 80
percent) rented 503 acres. Nineteen producers (23 percent)
reported earning off-farm income and earned an average of
24 percent of their income from off-farm sources.
Only 33 percent of the producers answered part 2, repre
senting those who never used livestock futures. Table 2.4
presents the percent of respondents, ranking specified rea
sons for not using livestock futures on a scale of 1 to 3
with 1 being very important, 2 being somewhat important, and
3 being not very important. Inadequate knowledge of the
livestock futures market is the most important reason for the
producers staying out of the futures market, with 67 percent
of the producers rating it as very important and an addition
al 33 percent rating it as somewhat important. The second
most important reason was that the livestock futures market
was perceived as being too risky, with 40 percent ranking
this reason most important and 20 percent ranking it somewhat
important. Lack of capital, size of the operation, and the
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time necessary to follow the futures market received rather
mixed responses. No producers answering this section as
signed a very important reason for their non-use of livestock
futures to the expected returns being not worth the invest
ment .
Table 2.4. Custom Cattle Feeder Conference participants
reasons for non-use of livestock futures
Very Somewhat Not
Reasons Important Important Important
(percent
Inadequate knowledge of the 67 33 0
livestock futures market
Lack of capital 30 35 35
Size of operation too small 27 27 46
Livestock futures market 40 20 40
is too risky
No time to follow the 29 50 21
livestock futures market
Expected returns are not 0 60 40
worth the investment
^Results are reported as a percent of the 27 feeders
answering part 2.
Only 8 producers (approximately 10 percent) answered
part 3, which identifies the producers never having used the
livestock futures market but having used futures for other
commodities. For these producers, the riskiness of the live
stock futures, its instability, and the lack of benefits from
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its use, were the most important reasons given for not using
the livestock futures market.
Table 2.5. Purpose for placing the livestock hedge
Very Somewhat Not
Purpose Important Important Important
(percent
Reduce the price risk 87 11 2
Lock in a price greater than
the expected cash price 49 40 11
Lock in a price greater than
the breakeven price 57 40 3
Lock in a price greater than
the current cash price 25 32 43
Fix the price of feeder cattle 26 30 44
Request of banker 4 30 66
^Results are reported as a percent of the 56 feeders
answering part 4.
Part 4 was answered by those producers having used the
livestock futures market. This part is divided into three
sections: (1) the frequency that producers receive reports,
or review the current market situation when actively and when
not actively engaged in the market, (2) the purpose of the
hedge, and (3) the normal procedure used in lifting the hedge
Of the 56 producers (70 percent) answering part 4, when ac
tively engaged in the futures market, approximately 80 per-
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cent reviewed daily, or received reports on, the current
livestock futures market situation. When not actively
engaged in the futures market, 61 percent indicated that
they reviewed daily, or received a report on, the current
livestock futures market situation.
The most important reason, as shown in Table 2.5, for
the employment of the livestock futures market, as indicated
by 87 percent of the producers having used livestock futures
who rated it as very important, is to reduce the price risk
involved in the feeding of livestock. In attempting to
reduce the price risk with the employment of the livestock
futures market, the majority of producers indicated that
locking in a price of fed animals at a level greater than
the breakeven price is of primary importance. Two producers
indicated that their bankers had requested the use of live
stock futures. The majority of producers employing the
livestock futures did so on their own initiative.
The normal procedure for lifting hedges by 29 (52 per
cent) of these producers was to hold the contract until
livestock are marketed. Sixteen of the producers (29
percent) lifted and replaced the hedge a number of times
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during the feeding period, and 11 (20 percent) lifted the
hedge during the feeding period and never replaced it. Of
the 29 producers who hold a futures contract until the
livestock are marketed, 16 hedged cattle, 5 hedged hogs,
and 8 hedged both cattle and hogs. Of those producers
using the livestock futures market, 9 (16 percent) had made
delivery on a cattle contract and 4 (7 percent) had made
delivery on a hog contract.
The following section will present the results of part
5 of the survey, by comparing the production averages of
the students and livestock feeders attending the conference
A number of generalizations can be made (Table 2.8). Those
surveyed at the Custom Cattle Conference represented larger
producers and purchasers in all respects. For example, the
average number of barrows and gilts sold for slaughter was
almost twice as great for those attending the conference,
as compared to the students average of 771. Conference
participants sold for slaughter nearly four times as many
steers as did the students. The number of feeder cattle
sold and purchased is approximately 3 times greater for the
producers surveyed.
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Table 2.6. Average Purchases and Sales for 1984
Product or Commodity Students Conference
Bushels of corn sold 31614 (158)^ 40760 (29)
Bushels of soybeans sold 8763 (145) 8947 (43)
Bushels of corn bought 11080 (33) 43832 (37)
No. of barrows and gilts sold
for slaughter (200-230 lbs.) 771 (118) 1431 (29)
No. of steers sold for slaughter
(1050-1200 lbs.) 231 (98) 911 (57)
No. of feeder cattle sold 53 (28) 174 (12)
No. of feeder cattle purchased 364 (51) 1007 (47)
^The number of participants responding is shown in
parentheses. A total of 268 students and 83 conference
participants were surveyed.
By specifically comparing the livestock operations in
both samples, further characteristics can be identified. Of
those answering part five at the conference, twenty fed both
hogs and cattle, averaging 1,565 and 704 head, respectively.
Sixty-four students answering part five indicated the feeding
of both hogs and cattle averaging 847 and 140 head, respec
tively. Of those twenty feeders feeding both cattle and
hogs, eight fed greater than 1,000 head of hogs and five
fed greater than 1,000 head of cattle in 1984. In compar
ison, of the sixty-four students operations feeding both
cattle and hogs, eighteen fed greater than 1,000 head of
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hogs and five fed greater than 1,000 head of cattle. Of
the operations specializing in the feeding of hogs, nine
feeders at the conference and fifty-four students, the
average number fed were 1,146 head and 667 head in 1984,
respectively. Five pork producers at the conference indi
cated they fed more than 1,000 head in 1984, while eight
students indicated feeding more than 1,000 head in 1984.
The fifty-seven cattle operations responding at the confer
ence averaged 1,118 head of which fourteen were larger than
1,000 head in 1984. The thirty-four students specializing
in the feeding of cattle averaged 264 head in 1984 and three
operations had greater than 1,000 head. By eliminating the
three operations of greater than 1,000 head, the average
drops to 193 head fed in 1984. Interestingly, the feeders
of both bogs and cattle produced more hogs than those
specializing in just hogs.
An attempt also was made at ascertaining the approximate
percent of production hedged in 1984, and the maximum percent
hedged in any one year, 1974-1983. The results are based on
a limited number of responses in both samples. However, of
those students responding, 18 hedged approximately 40 percent
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of their crops, four hedged approximately 20 percent of their
hogs, and three hedged approximately 45 percent of their cat
tle in 1984. The average maximum percent hedged in any one
year was approximately 45 percent for crops, 23 percent for
hogs, and 60 percent for cattle. By comparison, of the feed
ers attending the custom cattle conference thirty-one hedged
approximately 45 percent of their crops, fourteen hedged 30
percent of their hogs, and twenty hedged 45 percent of their
cattle in 1384. The average maximum percent hedged in any
one year from 1974-1983, was approximately 55 percent for
crops, 42 percent for hogs, and 50 percent for cattle. Re
sponses of those hedging feeder cattle was nonexistent in the
students survey, while three feeders attending the conference
indicated the use of the feeder cattle contract.
This survey of Iowa State University undergraduate stu
dents and farmers attending the custom cattle feeding confer
ence, supports previous evidence that a low percentage of
livestock producers use livestock futures consistently to any
great extent. Therefore, few producers attempt to alleviate
the price risks involved in the feeding of livestock by em
ploying livestock futures market as a marketing tool. How-
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ever, as reported by the results, the majority of producers
utilizing the livestock futures market have employed other
than traditional hedging methods.
The students surveyed represent a wide range of pro
ducers, in terms of acres farmed and the size of their live
stock operations. In making conclusions about the use of the
livestock futures market by Iowa producers based on the sur
veys in this study, it is assumed that the students are prob
ably more representative of the average livestock producer in
Iowa than are the producers who attended the custom cattle
feeding conference. The producers attending the cattle con
ference represent a biased sample in that most were large
feeders of cattle. As shown by the results, these larger
operations are more likely to take advantage of the potential
benefits that livestock futures offer.
The results of the two surveys reveal producers' at
titudes for the lack of use of the livestock futures. For
the majority of producers who do not use the livestock fu
tures market, inadequate knowledge of how the market operates
and the perception that the futures market is too risky were
the main reasons for the lack of use. Those producers having
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used other commodity futures but never the livestock futures
market, indicated that their operations were too small to
warrant the use of livestock futures. These producers also
indicated concern over the riskiness of the livestock futures
market, their inadequate knowledge, and the low benefits of
livestock futures regarding price risk reduction and/or in
creased profits. Comments made by respondents such as;
"futures take the peaks away leaving only the valleys",
"prices are manipulated by large speculators", and "stay out
or you*11 lose everything" emphasize some of their concerns.
The producers entering the livestock futures market op
erated larger enterprises, with approximately 60 percent of
the feeders specializing in either hogs or cattle. Of those
using the livestock futures market, comments such as; "it*s
a good tool to reduce risk" and "it's a fair system offering
additional opportunities to producers", were received. Only
a few of the producers making use of livestock futures did so
at the request of their banker.
Upon examining the survey results and comments of pro
ducers toward the use or non-use of the livestock futures
market, it is apparent that a study of alternative futures
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marketing strategies may help both producers and bankers in
making informed decisions concerning the use of livestock fu
tures. It is hoped that the frequency of reasons given for
the lack of use of the livestock futures market, such as lack
of knowledge, may be reduced by completing research such as
this thesis and presenting the results to interested parties.
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CHAPTER III. REVIEW OF LITERATURE
This chapter presents an extensive review of the liter
ature summarizing economic analyses of alternative marketing
strategies for livestock producers utilizing livestock fu
tures contracts. The primary concern of this review are
analyses utilizing the live cattle futures contract. In
more sophisticated strategies, the additional use of the
corn and feeder cattle contracts are employed in an attempt
to further reduce marketing risks and possibly increase
returns. This chapter will review, as shown in Table 3.1,
in order, studies based on only the live cattle futures
contract, studies based on the feeder cattle futures con
tract, and studies based on a combination of the live cat
tle, corn, and feeder cattle futures contracts. The final
section reviews analyses utilizing the live hog futures
contract.
All of the following studies cited use the mean-
variance framework in evaluating strategies. Profitability
is equated with the mean return, while risk is equated with
the variance of those returns. Routine hedging, systemat
ically selling a futures contract when cattle are placed on
Table 3.1. Studies that have Evaluated the Potential 
Use of the Livestock Futures Market 
Commodity Hedged Author 
l'inished 
Cattle 
Johnson (1970) 
Menzie and Arche r (1972) 
Holland, Purcell, and Hague (1972) 
Schaefer (1974) 
McCoy and Price (1975) 
Leuthold _(1975) 
Price (1976) 
Erickson ( 19"/8) 
Purcell and Riffe (1980) 
Gorman, S~huneman, Catlett, 
Urquhart, and Southw$rd (1982} 
Carter and Loyns (1985) 
Feeder Cattle 
Feeder and 
Finished Cattle 
Davis and Franzmann (1973) 
Lehenbauer (1978) 
Russell and Franzmann (1979) 
Ikerd and Franzmann (1980) 
Billi.ngs (1978) 
Corn, Feeder, and 
Finished Cattle 
Shafer, Griffin, and Johnston (1978) 
Leuthold and Mokler (1979) 
Spahr and Sawaya (1981) 
Barley, Feeder, and 
Finished Cattle 
Study Period 
1964-1969 
1964-1971 
1965-1970 
1965-1972 
1965-1974 
1964-1974 
196t1-1976 
1968-1975 
1965-1977 
19"11-1977 
19'/2-·1981 
19"12-19'72 
1972-1977 
1972-1977 
1972-1977 
1966-1975 
19'72-1976 
19'72-1976 
19'74-1978 
Caldwell, Copeland, and Hawkins (1982) 1975~1978 
Hogs 
Wood (1972) 
Schaefer (1974) 
McCoy, Pricet and Solomon (1976) 
Leuthold and Peterson (1980) 
1966-1970 
1966-1972 
HIG8-l975 
1970-19'77 
-----------------------------------------------------------
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feed, was tested in order to show the effects of hedging
without taking into account any economic relationships. The
cash market, or no hedging, provides a benchmark for the
comparison of the various strategies in terms of the mean
and variance of returns. Any hedging strategy that yields
a higher mean return, and/or lower variance, is then
regarded as superior to the no hedge strategy. Strategies
that lead to a lower mean return, and/or greater variance
are deemed inferior in relation to the cash market. Those
strategies that yield both lower means and variances, or
greater means and variances, are deemed ambiguous, with
preferences depending on the producers' individual utility
function and level of risk aversion.
As stated by Leuthold and Tomek (1979) the studies
typically simulate a feedlot, assuming that feeder cattle
are purchased weighing approximately 600 pounds, fed five
or six months, and marketed at about 1,100 pounds. All
inputs are purchased at the beginning of the feeding period,
the feedlot is continuously filled to capacity, and produc
tion risks are generally ignored. The cash strategy shows
the results of ignoring the futures market whereas the
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routine strategy shows the result of systematically hedging
livestock when placed on feed. All selective hedging strat
egies are based on decision rules, which initiate the hedge
if the rule is met. Selective strategies typically adjust/
localize the futures price in terms of the anticipated
basis, which is the historical difference between the fu
tures price and cash price when feeding ends. In the case
of the decision rule not being met, the hedge is foregone
and marketing commences in the cash market only. The deci
sion rule is tested at the beginning of the planned feeding
period, with usually no plan for initiation of the hedge
once the feeding has begun. The number of feeders in the
lot is simulated to equal the amount standard to the live
cattle futures contract. Once placed, the hedge is assumed
to not be lifted until the delivery month, when producers
offset their position in the futures market and sell the
finished cattle in the cash market. The emphasis on de
signed strategies is to examine the possible implications
of the use of futures for managing farmers' price risk.
Returns from hedging were computed by taking the dif
ference between the price on the futures market for which
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contracts were sold (whether it be a specific day's price,
average weekly price, or average monthly price) and the fu
tures price later when bought back, minus an allowance per
cwt. for commission fees ranging from $.06 per cwt. to $.15
per cwt. Whenever a hedge was triggered, a futures contract
was sold for the delivery month corresponding to the month
in which the finished cattle were to be sold. If the cash
marketing month corresponded to a non-delivery month in the
futures market, a futures contract for the following month
was selected for forward pricing. When finished cattle
were sold at the end of the feeding period, the futures
contract was liquidated at the specified price. The differ
ence between the futures transactions were then added to or
subtracted from the resulting cash sale, in order to obtain
the hedged price received for the cattle. Net profits or
losses were determined by comparing the breakeven price with
the price received.
Studies Based on Only the Live Cattle
Futures Contract
The following studies: Johnson (1970), Menzie and
Archer (1972), Holland, Purcell, and Hague (1972), Schaefer
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(1974), McCoy and Price (1975), leuthold (1975), Price
(1976), Erickson (1978), Purcell and Riffe (1980), and
Gorman, Schuneman, Catlett, Urquhart, and Southward (1982)
focused on the potential use of the live cattle futures con
tract. These studies will be summarized in terras of strate
gies tested and results.
Johnson (1970) evaluated four selective hedging strate
gies versus the cash and routine strategies from 1964
through 1969. The strategies were as follows: (1) no
hedge, (2) routine hedge, (3) hedge if the adjusted futures
price is greater than the breakeven price, (4) hedge if the
futures price (not adjusted) is greater than the cash price
when cattle are placed on feed, (5) same as strategy four,
but if the cattle are not hedged at placement, then contract
at the prevailing cash price, and (6) same as strategy five,
but if cattle are cash contracted, a long position is taken,
in the futures market. Strategies 4, 5, and 6 returned
superior results, compared to the cash strategy in terms of
mean returns and the variance of returns. Strategies 4 and
6 returned higher mean returns per head, but the variances
were also higher for these selective hedging strategies.
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The contract and hedge method, strategy 5, produced the
third highest average profit per head, which was greater
than both the cash and routine strategies return and the
smallest variance of all the strategies tested. The study
period was one of relative price stability in commodity
markets.
Menzie and Archer (1972) examined the following four
alternative marketing strategies: (1) no hedge, (2) routine
hedge, (3) hedge if the adjusted futures price is greater
than the breakeven price, (4) hedge if the adjusted futures
price is greater than a five-year moving average of aii index
of monthly slaughter cattle prices. Menzie and Archer found
that for the period December 1964 through August 1968, a
hedge based on a five-year moving average of an index of
monthly slaughter cattle prices yielded the highest returns
and lowest probability of sustaining losses in a given week.
The period for this study was also one of relatively stable
prices. The use of futures was found capable of lowering
risk and increasing returns.
When examining a second period, August 1968 to June
1971, Menzie and Archer found that past results did not hold
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true. Compared to the other strategies, the no hedge strate^
gy yielded a significantly higher average revenue per head
and a smaller probability of loss. This resulted because,
during this time period, fed cattle prices were generally
increasing, and a hedged position reduced or offset the
cash market gains due to increasing prices.
Menzie and Archer concluded that there did not seem to
be any justification for hedging all feeding, and that such
a strategy would likely result in lowered returns over time
without significantly lowering the level of risk. They also
stated, however, that the feeder who hedges only when the
projected returns exceed the estimated costs of feeding may
expect to make profits with almost no risk involved.
Holland, Purcell, and Hague (1972) investigated the
possible benefits to cattle feeding operations employing
the live cattle futures contract in the high plains of
Texas, Oklahoma, New Mexico, and Kansas. Weekly price and
cost data were gathered for the period 1965-1970, in order
to calculate the gains and losses for every feeding period.
The strategies tested were: (1) no hedge, (2) routine hedge,
(3) hedge if the cattle are marketed from September to
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December, (4) hedge if the expected lock-in margin is less
than the mean net return of the unhedged operation, (5)
hedge if the expected lock-in margin is greater than or
equal to the mean net return of the unhedged operation,
(6) hedge if the expected net revenue, predicted using a
seasonal index, is less than the mean net return of the un
hedged operation and the expected lock-in margin is greater
than zero, (7) hedge if the cattle are marketed from Septem
ber to December and hedge at other times if a cash price
decrease greater than $1.00 per cwt. over a four week period
occurs. Holland et al. found that the selective hedging
strategies yielded higher net returns per head compared to
the no hedge or routine hedge strategies. Routine hedging,
versus the no hedge strategy, resulted in a large decrease
in the variability of net returns, but at the expense of a
large decrease in mean net returns. This was due to a gen
erally upward trend in cattle prices over the last three
years of the study period. The study showed that strategies
3, 5, and 7, yielded smaller variances and larger mean
returns, with strategy 5 having a significantly smaller var
iance in relation to the unhedged strategy.
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Schaefer (1974) tested five different hedging strategies
from 1965 through 1972 under three different feeding systems.
The first feeding system placed calves on feed in November
and marketed them in August, the second placed yearlings on
feed in January and marketed them in June, and the third
placed yearlings on feed in April and marketed them in Decem
ber. The strategies tested were: (1) no hedge, (2) routine
hedge, (3) hedge if the adjusted futures price is greater
than the forecasted cash price, (4) a Bayesian strategy, and
(5) place and lift hedges using a 10-day moving average of
futures prices and futures price ranges. The third strategy
utilizing a quarterly Omaha market forecast developed by
Paulsen, Mann, Rahn, Futrell, and Ladd (1974) obtained the
highest net price and the second lowest variance of the
price. The Bayesian strategy assigns probabilities to
certain outcomes based on the actions open to the producer,
states of nature facing the producer, the payoff resulting
from the producers decision, and the producers' objective
of maximizing the expected price received. The Bayesian
strategy produced the same results as strategy (3) because
both strategies resulted in the hedging criteria being
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satisfied at the same time. The 10-day moving average
strategy performed rather poorly compared to the other
strategies. The poor performance of this strategy was
attributed to the number of times a hedge was placed and
lifted during the feeding period, which resulted in in
creased hedging costs.
Schaefer also examined the amount of investment capital
needed, in terms of the margin required to maintain the fu
tures position. The results showed that additional margin
was required in all but one year and under one feeding
system. A greater amount of margin money was required for
the routine strategy versus the third strategy. With the
technical strategy, additional margin was substantially
reduced, being required in only two of the years tested.
When considering hedging strategies, producers should not
only consider potential benefits in terms of risk reduction
and returns, but also the amount of capital required to
maintain hedged positions.
McCoy and Price (1975) analyzed seven alternative
marketing strategies on 505 lots of cattle from May 1965
through December 1974. The seven marketing strategies were:
71
(1) no hedge, (2) routine hedge, (3) hedge if the localized
futures price is greater than or equal to the breakeven
price, (4) hedge if the localized futures price is greater
than or equal to the cash price, (5) hedge if the localized
futures price is greater than or equal to the breakeven
price, which is also greater than or equal to the cash
price, (6) routinely hedge cattle marketed from September
through December, and (7) cash contract cattle at a price
equal to the current cash price. In terras of average
profits, the strategies ranked as follows: 5, 4, 3, 6, 1, 7,
and 2. The average profit of strategy 5 was $4.88 per head
greater than the cash strategy, and was significantly dif
ferent at the .05 level. Only strategy 4 produced statis
tically superior results in terms of both the mean and
variance of returns compared with the cash strategy. The
mean return per head was found to be significantly greater
at the .10 level and the variance to be significantly less
at the .01 level. Cattle were hedged approximately 40 per
cent of the time with strategy 4 and 29 percent of the time
with strategy 5. McCoy and Price point out that prices were
generally increasing during the period of study, and that,
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as a result, any strategy that fixed the selling price early
in the feeding period would not be able to capitalize on
increasing prices. The period of study also represents a
period of relatively stable prices, with drastic price
variability occurring after July of 1973.
leuthold (1975) developed a simulated feedlot for Illi
nois cattle feeders and tested the feasibility of eleven
hedging strategies from 1964 through 1974, using average
monthly prices of inputs and futures in order to calculate
the gains and losses for each feeding period. The eleven
strategies tested were: (1) no hedge, (2) routine hedge,
(3) hedge if the breakeven price is less than the adjusted
futures price, (4) hedge if the breakeven price plus $.50
per cwt. is less than the adjusted futures price, (5) hedge
if the current cash price is less than the futures price,
(6) hedge if the current cash price plus $1.00 per cwt. is
less than the adjusted futures price, (7) hedge if the
breakeven price is greater than the current cash price, (8)
hedge cattle marketed from September through December, (9)
hedge cattle marketed from August through January, (10)
hedge cattle marketed in delivery months, and (11) hedge
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cattle marketed in non-delivery months. Leuthold states
that prior to 1973, hedges were more profitable if contracts
maturing after the cash sale of cattle were employed, versus
contracts maturing during the sale month. Therefore,
Leuthold used distant futures contracts for all strategies.
For example, cattle being fattened for sale in August and
September were hedged using the October live cattle futures
contract. The strategies were tested under four different
scenarios in order to test managerial and feeding efficiency,
including (1) the average feeder, (2) the efficient feeder
in terms of production, reflected in 15 percent lower feed
costs, (3) the average feeder in terms of production but
more efficient in terms of marketing, reflected in a $.50
per cwt. reduction in feeder costs, and a $.50 per cwt.
increase in sale price, and (4) the top feeder being more
efficient in both production and marketing.
The results are generally consistent throughout the
four production and marketing scenarios, with selective
hedging strategies being superior to the cash strategy in
terms of risk and returns. Strategy 5, which placed the
hedge when the adjusted futures price was greater than the
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current cash price, and strategy 6, which placed the hedge
when the adjusted futures price was greater than the current
cash price plus $1.00, yielded increased mean net returns
and decreased variance in relation to the cash strategy.
Strategy 3, which triggered the hedge when the adjusted
futures price was greater than the breakeven price, yielded
superior results for scenarios 1 through 3. However, the
results of strategy 3 for the top feeder showed a decrease
of $.07 per cwt. in the mean net return, but had only half
the variance of the cash strategy. Strategy 4, which placed
the hedge if the breakeven price plus $.50 was less than the
adjusted futures price, produced superior results for sce
narios 2, 3, and 4. Strategies based on seasonal character
istics yielded ambiguous results in relation to the cash
strategy and were in most cases inferior to the other
hedging strategies. Leuthold concluded that managerial and
production efficiencies can increase the potential level of
profitability and decrease risk as can the employment of
selective hedging strategies.
Price (1976) evaluated the employment of eight strate
gies for a simulated feedlot in Kansas from 1964 through
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1976. In relation to the cash strategy (1), the following
four hedging strategies were tested using and not using a
$1.00 stop loss; (2) routine strategy, (3) hedge if the
adjusted futures price is greater than the breakeven price,
(4) hedge if the adjusted futures price is greater than the
current cash price, and (5) hedge if the adjusted futures
price is greater than the breakeven and current cash prices.
The sixth and seventh hedging strategies involved the use of
moving averages: (6) place and lift hedges, as signaled by
the simultaneous use of 10—and 3-day moving averages of Live
Cattle futures prices and (7) place and lift hedges as sig
naled by the simultaneous use of 10—and 5—day moving aver
ages. The moving average strategies were additionally
tested by incorporating the following criteria to confirm
buy and sell signals: (a) the 3-or 5-day moving average
must cross the 10-day moving average by more than $.10 per
cwt., (b) the settlement price must move in accordance with
the signal from the moving averages (for example, if a
decreasing market is signaled by the moving averages, the
settlement price must also decrease in relation to the pre
vious day's price in order for the hedge to be placed) and
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(c) the combined use of a and b, in an attempt to decrease
the number of false signals.
The results showed that by implementing selective hedg
ing strategies, the cattle feeder could significantly reduce
the variance of returns without significantly decreasing the
mean return; some strategies also increased returns signifi
cantly over those received from the cash strategy. All of
the hedging strategies reduced the variance of profits sig
nificantly at the one percent level, except the pure 10-and
3-day moving average, which was significant at the five per
cent level. Strategies 4 and 5 resulted in positive changes
in the mean return per head although they were not signifi
cant. The use of the stop-loss had very little impact on
the results of strategies 3, 4, and 5. With and without the
stop-loss, strategies 2 and 3 produced lower mean returns
and variances in relation to the cash strategy. The utili
zation of technical systems produced significantly increased
mean returns, while significantly reducing the variance.
For example, the 10-and 3-day moving average using both the
tolerance level and settlement price, increased returns by
$8.22 per head compared to the cash strategy and the 10-and
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5-day moving average using the tolerance level increased
returns by $8.50 per head as compared to the cash strategy.
Erickson (1978) evaluated the use of nine hedging
strategies for Illinois cattle feeders under two different
feeding plans. The feeding plans were included in order to
test the effects of employing the futures market on effi
cient marketers and on producers efficient in both market
ing and production. Efficient marketers were assumed to be
able to purchase feeders at $.50 per cwt. lower than the
average price and receive $.50 per cwt. more for their
finished cattle. Producers efficient in both marketing and
feeding realized the same $.50 per cwt. savings on feeders
and $.50 per cwt. extra price on finished cattle, plus an
increased rate of gain reflected in a 15 percent reduction
in feed costs. The following is a listing of the strategies
tested under both plans: (1) no hedge, (2) routine hedge,
(3) hedge if the current cash price plus $1.00 per cwt. is
less than the adjusted futures price, (4) routinely place
the hedge, and if the current cash price plus $1.50 per
cwt. is greater than the adjusted futures price any time
during the first four months of feeding, then liquidate the
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hedge, (5) hedge only in delivery months, (6) hedge only in
non-delivery months, (7) if the breakeven price is greater
than the adjusted futures price plus $1.00, then do not
feed, otherwise, use the cash market, 8) do not feed if the
breakeven price is greater than the adjusted futures price,
otherwise, use the cash market, (9) if the breakeven price
is less than the adjusted futures price, hedge half of the
production. As listed, strategies 7 and 8 indirectly use
the futures market in determining whether the producer
should fill the feedlot and sell in the cash market or
leave it idle.
Erickson found the following: (1) All seven of the
selective hedging strategies resulted in lower levels of
risk, compared to the cash strategy. (2) Strategies 3, 4,
and 9 generated higher average return (although negative)
and lower variances in relation to the cash strategy. (3)
Strategies 7 and 8 are not directly comparable to the other
selective hedging strategies due to the option of leaving
the feedlot idle, however, mean variance analysis showed
that for the efficient marketer superior results were
obtained. Therefore, a producer with low fixed costs may
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benefit from using a similar strategy.
The results for the efficient marketer and feeder
showed that most of the strategies generated positive re
turns in relation to the variable costs. The routine strat
egy was the only one that generated a negative return, yet
it produced the lowest variance. Strategies 3 and 4 yielded
superior results, in that their respective mean net returns
were $.38 and $.25 greater than the cash strategy, while
showing significant decreases in the variance of returns.
Strategy 7 also yielded superior results but cannot be di
rectly compared to the other strategies, because of the
option to leave the feedlot idle. Strategies 5 and 6, which
place the hedge depending on the sale month being a delivery
or non-delivery month, yielded lower mean and variance of
returns.
Purcell and Riffe (1980) evaluated the adaptability of
a cash price forecasting model and technical trading schemes
as a basis for selective hedging strategies for the year-
round feeder. The forecasting model predicted the average
price of Omaha Choice 900—1100 lb. steers two quarters into
the future. The results of the selective hedging strategies
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are reported in terms of the cattle feeding operation 30-day
cash flow in order to show the effects of hedging on the
financial status of the operation throughout the feeding
period. The 30-day cash flow of the operation was evaluated
from 1965 through 1977. The following strategies were
analyzed: (1) no hedge, (2) routine hedge, (3) hedge if the
forecasted cash price plus the standard error of the fore
cast, is less than the average 30 day closing futures prices
prior to placement of cattle on feed, (4) the hedge is
placed (lifted) using sell (buy) signals from double bottom
(tops) on a point, and figure chart with a $.20 cell size
and a 3-cell reversal requirement, (5) the hedge is placed
using criteria in strategy 3 and lifted using criteria in
strategy 4, (6) hedges are placed (lifted) using buy (sell)
signals generated by the simultaneous use of 5-and 15-day
moving averages of the futures price, (7) the hedge is
placed using criteria in strategy 3 and lifted using cri
teria in strategy 6. Only strategies 4 and 6 yielded posi
tive results in terms of cash balances for the entire period
of study. These strategies also produced the smallest stan
dard deviations and two of the three smallest overall ranges
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in the 30-day net income flows. The routine hedging strat
egy yielded the most negative mean value and approached the
cash strategy in terms of variance. The strategies employ
ing the price forecasting model, produced significantly
greater mean cash flows at the .05 level, in comparison to
the cash and routine hedging strategies. However, the risk
in terms of the standard deviation was not significantly
different at the .10 level from those of the cash and rou
tine strategies. Purcell and Riffe found that selective
hedging strategies based on technical trading, produce lower
levels of variation in the 30-day cash flows which buffer
the producer's financial position.
Gorman, Schuneman, Catlett, Urquhart, and Southward
(1982) analyzed the effect of four selective hedging strate
gies on the mean and variance of returns using feedlot data
over a period of six and one-half years. The following
strategies were tested from June 1971 through January 1977:
(1) no hedge, (2) routine hedge, (3) hedge if the localized
futures price is greater than the estimated breakeven price
plus a profit margin ranging from $1.50 to $3.00 per hundred
weight, (4) place and lift hedges according to signals from
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the simultaneous use of 3 and 10-day moving averages of
closing futures prices, (5) place and lift hedges according
to the simultaneous use of 4-and 18-day moving averages of
closing futures prices, (6) place and lift hedges using a
regression equation which utilized the previous eight days'
prices to calculate a tolerance interval that predicts the
movements in the next day's futures price, (7) hedge if the
localized futures price is greater than the breakeven price;
otherwise the cattle are not placed on feed. Cattle feeding
was not a lucrative enterprise during this period of time as
exhibited by an average cash loss of $24.50 per head. How
ever, the results of the analysis showed that by using a
selective hedging strategy, it was possible to reduce cash
losses by 50 percent. Strategy 4, employing the use of mov
ing averages, resulted in average losses being reduced from
$24.50 per head to $12.20 per head.
In addition to the studies thus far reviewed, Caldweil,
Copeland, and Hawkins (1982) and Carter and Loyns (1985)
examine the potential use of the U.S. futures markets by
Canadian producers. Caldweil et ai. examined the usefulness
of the corn, feeder, and live cattle contracts for an
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Alberta feedlot from September, 1975 to January, 1978. The
corn contract offered by the Chicago Board of Trade was used
to hedge barley. The analysis evaluated seven hedging
strategies versus the cash only strategy. The first strat-
effyi routine hedging, involved the simultaneous placement
of hedges for barley, feeders, and finished cattle. Three
strategies tested the routine hedging of only one commodity
either barley, feeder cattle, or live cattle. The last
three strategies tested involved the locking in of the price
of barley, feeders, and finished cattle when certain criter
ia were met. The fifth strategy hedged finished cattle
when the current futures price was greater than or equal to
the current cash price and hedged barley and feeders when
the current futures price was less than or equal to the
current cash price. The sixth hedging strategy stipulated
that hedges be placed when the current basis was less than
the mean basis for finished cattle and greater than the mean
basis for barley and feeders. The final strategy differed
from the sixth in that one standard deviation was subtracted
from the mean basis for finished cattle and added to the
mean basis for barley and feeders.
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The results of the strategies showed that Canadian
producers attempting to hedge their production by utilizing
the U.S. futures market may have additional difficulties in
relation to U.S. producers. None of the strategies yielded
superior results versus that of the cash only strategy in
terms of mean returns per head and the standard deviation
of returns. By examining the usefulness of the individual
contracts, barley and feeders could have been effectively
hedged resulting in significantly higher returns. The
researchers caution against the use of the live cattle
futures contract by Canadian producers because of the unpre
dictable variation in the basis.
Carter and Lyons (1985) examined the potential use of
the U.S. live cattle futures contract by Canadian feeders
from 1972 through 1981. The data used in this analysis rep
resent actual feedlot costs and returns for more than 96,000
head of cattle custom fed in western Canada. The following
four hedging strategies were tested for both steers and
heifers versus the cash only strategy; (1) routine, (2)
hedge if the localized futures price is greater than the
breakeven price plus an expected profit of $.05 or $.10 per
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pound on the placement date, (3) same as strategy 2 with the
test period being extended to include the first six weeks of
feeding, and (4) same as strategy 2 except if the price can
not be locked in, feeding is foregone. These strategies
were tested with and without exchange rate risk. Taking
into account the profit level, and the inclusion or exclu
sion of the exchange rate risk factor, a total of fifteen
strategies were analyzed for both steers and heifers.
Like the Caldwell et al. study, the results of the
strategies tested by Carter and Lyons for both steers and
heifers show that Canadian producers face additional diffi
culties in hedging their production as compared to their
U.S. counterparts. For the continuous, steer, operation
none of the strategies yielded superior results although the
placement strategy using the $.10 profit margin with and
without the exchange rate risk factor yielded an increased
return with an insignificant increase in the variance of
returns. In the case of heifers, the extension of the test
period to include the first six weeks of feeding had a sub
stantial positive impact on returns using the $.10 profit
margin yielding the only returns for the continuous opera—
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tion greater than that for the cash only strategy although
the variance of returns was significantly increased. Supe
rior results were found for both steers and heifers by uti
lizing the lock in or do not feed strategy. However, by
implementing such a strategy, the feedlot would have re
mained idle for a substantial amount of time casting seri
ous doubt as to its feasibility as an alternative for
Canadian producers.
Studies Employing the Feeder Cattle Contract
Davis and Franzmann (1973), Lehenbauer (1978), Russell
and Franzmann (1979), and Ikerd and Franzmann (1980) con
ducted analyses testing strategies for the procurement of
feeder cattle, in order to reduce the risk of unfavorable
price changes. In reviewing these articles, emphasis will
focus on the potential of reducing the cost of feeders and/
or calves with the employment of the feeder cattle futures
contract. In an effort to reduce the inherent risks of an
increasingly volatile market, Davis and Franzmann (1973) em
ployed the use of a four-month ahead price forecasting model
in order to predict the average monthly price of 400-500
pound choice feeder steer calves. The- buying strategies are
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based on forward contracts, the feeder cattle futures price,
and the forecast interval computed using a one-tailed prob
ability distribution. The forward contract price was com
puted by adjusting the current month's price according to a
seasonal index. The following strategies were evaluated for
the purchase of feeders: (1) cash purchase if the forward
contract price and the localized futures price are greater
than the upper bound of the probability interval, (2) for
ward contract, if the forward contract price is less than
the localized futures price and less than the upper bound
of the probability interval, (3) hedge if the forward con
tract price is greater than the localized futures price and
less than the upper bound of the probability interval, and
(4) if the criteria in strategy 2 is not met, use strategy
3. The alternative purchasing strategies were tested every
month from April 1972 through November 1972. The results
showed that the feeder who purchased feeder steer calves
using the futures price strategy and the forward contracting
strategy saved an average of $2.74 per cwt. and $3.64 per
cwt.. respectively. Strategy 4, the combined use of the
futures market and forward contracting produced average
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savings of $3.51 per cwt.
Lehenbauer (1978) simulated the use of technical trad
ing strategies in order to hedge feeder cattle against
rising cash prices from 1972 through 1977. The technical
trading strategies include moving averages and point and
figure charts. Buy and sell signals are determined by the
crossing of the two moving averages. In some cases, a
weighted moving average is included in order to reduce the
number of false signals. The point and figure charts use
double bottoms (sell) and double tops (buy) as triggering
signals, along with, in some cases, a penetration rule.
The penetration rule specifies the amount by which the se
cond bottom or top must clear the first in order to place or
lift a hedge. The following eight strategies were tested
using a 90-and 180-day planning period: (1) no hedge, (2)
routine hedge, (3) place and lift hedges, using 3—day and
10-day moving averages, (4) place and lift hedges using a
4-day weighted, 5-day and 10-day moving averages, (5) place
and lift hedges using 4-day and 8-day weighted moving aver
ages with a $.05 per cwt. penetration rule, (6) place and
lift hedges using a $.20 box size and a three-box reversal,
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(70 place and lift hedges using a $.40 box size, a one box
reversal, and a $1.45 trailing stop, and (8) place and lift
hedges using a $.15 box size, one box reversal, and a $.25
stop. Based on mean—variance analysis, the selective
hedging strategies were very effective. Compared to the
cash strategy, all of the selective hedging strategies re
sulted in lower average costs for feeders and reduced stan
dard deviations of the average cost for both the 90-day and
180-day planning periods. By extending the planning period
from 90 to 180 days, the costs resulting from selective
hedging strategies were reduced by approximately 50 percent.
For example, during the 90—day and 180-day planning period,
the eighth strategy yielded average feeder steer costs below
the cash strategy of $10.85 per head and $20.15 per head,
respectively. The extended planning period resulted in more
opportunities which could be taken advantage of by employing
a selective hedging strategy. The use of either the point
and figure chart, or the moving average systems, contributed
over $20 per head to the profits of the cattle feeding
operation throughout the six year period.
Russell and Franzmann (1979) examined the use of oscil-
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lators as decision guides in hedging feeder cattle. The terra
oscillator refers to the concept of using price relationships
which depend on price differences rather than price levels to
indicate futures market buy and sell signals. The objective
of an oscillator is to identify "overbought" and "oversold"
periods in the futures market. The relative strength index
(RSI) is a commonly used oscillator by commodity traders.
Three models specifying different base line and band width
criteria were tested, using 150 combinations of oscillators,
in order to determine the most profitable for the feeder cat
tle contract. Band widths were specified in terras of the
standard deviations about the mean, which was calculated from
daily oscillator values prior to the planning period. The
three best oscillator strategies were then tested during a
180-day planning period in which hedges were placed and
lifted as directed by the oscillator and compared to the
routine and cash strategies. In the case of the following
strategy, the 3-day first osillator refers to the total of
daily changes in the smoothed representative price. The
smoothed representative price is found by using an uncentered
moving average of daily average futures prices. The 2-day
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second osillator is formulated in the same fashion as the
3-day. By combining the two oscillators* buy and sell sig
nals are triggered by the crossing of the two oscillators.
The strategy using a 3-day first oscillator, 2-day second
oscillator, 3-day smoothing average, band width of plus or
minus .25 standard deviation and a $1.00 stop, yielded the
lowest costs for feeders, which was $26-63 per head less
than the average cash purchase price. All of the strategies
involving the use of oscillators yielded superior results,
in terms of average cost per head and standard deviation of
costs, compared to both the cash and the routine hedge
strategies.
Ikerd and Franzmann (1980) evaluated several technical
trading strategies based on point and figure charts and mov
ing averages. The point and figure charts identify buy and
sell signals with double bottoms (buy) and double tops
(sell) in terms of daily futures prices. Penetration rules
specify the amount by which the current price must be below
or above a previous price in order for a contract to be
bought or sold. Moving average strategies use the crossing
over of averages as buy and sell signals. Weighted averages
are included in order to reduce the number of false signals.
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Two long hedging simulations were conducted using a 90-day
and a 180-day planning period in which hedges were placed
and lifted in accordance with signals from the selective
hedging strategies. Both of the simulations evaluated pur
chasing feeders in the cash market and with a routine hedging
strategy versus the following hedging strategies: (1) 3-and
10-day moving averages, (2) the combined use of a 4-day
weighted average, and a 5-and 10-day moving average, (3)
4-and 8—day weighted averages with a $.05 penetration rule,
(4) a $.20 box size and a 1-box reversal point and figure
chart, (5) a $.40 box size and a 1—box reversal point and
figure chart with a $1.45 trailing stop, and (6) a $.15 box
size and a 1-box reversal point and figure chart with a
$.25 stop.
For the period studied from 1972 through 1977, the
technical strategies yielded superior results in comparison
to the cash and routine hedge strategies. The results show
that by extending the planning period from 90 to 180 days,
savings could be approximately doubled. Strategies 5 and 6,
which utilized the point and figure charts, produced the
greatest average savings of $10.12 per head and $10.85 per
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head, respectively, for the 90-day planning period. These
strategies also produced the lowest average standard devia
tions for the 90-day planning period. Similar results were
obtained for the 180-day planning period, with strategies 3
and 6 producing average savings of $20.82 per head and
$20.15 per head, respectively. Once more, strategies 5 and
6 produced the lowest standard deviations. The difference
in the average savings per head is attributed to the in
creased number of opportunities to hedge as identified by
buy and sell signals. However, in considering these re
sults, the producer must remember that multiple hedging
strategies permit producers to enter and exit the market a
number of times which requires strict attention.
Billings (1978) combines the employment of the feeder
cattle and live cattle futures contracts, in an attempt to
show the implications of hedging strategies on a simulated
Montana feedlot from 1966 through 1975. The study simulated
the costs and returns of a feedlot with a one—time capacity
of four thousand head, financed with $100,000 equity. Mean-
variance analysis was used in determining the effects that
hedging had on the feedlot operation's earnings under two
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scenarios—one in which the operation was 50-percent lever
aged, and the other in which the operation was 65-percent
leveraged. Fifty-and sixty-five percent leverage correspond
to minimum monthly placements of 800 and 1144 head, respec
tively. The following strategies were tested under both
scenarios: (1) no hedge if the expected net return as cal
culated by using the prevailing cash finished cattle,
feeder, and feed prices is greater than or equal to zero and
maximum placement occurs; if not, only half the lot is
filled, (2) routine hedge if the expected net return using
the localized live cattle futures price is greater than or
equal to zero. If the expected net return is greater than
or equal to zero, the maximum number of cattle will be
placed on feed and hedged; if not, only half of the lot is
filled and hedged. Strategy (3) is similar to strategy 2
with these changes: a live cattle contract can be traded up
to seven months prior to placement, and the input factors
including feeders can be cash contracted at current prices
up to seven months in advance of cattle placement on feed.
Strategy (4) is the same as strategy 3, except the producer
can hedge feeder cattle up to seven months before placement.
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With strategy (4), if no expected profit can be locked in,
half of the maximum amount of feeders are purchased in the
cash market and hedged using the live cattle contract. None
of the strategies allowed for the placement of hedges after
feeding had commenced. Slack capacity, the amount of the
lot left idle due to expected net returns not being avail
able, is eliminated when the expected return can be locked
in for strategies 2, 3, and 4. Strategies 2, 3, and 4 allow
for the delivery of finished cattle, if more profitable, by
selling feedlot cattle locally and purchasing deliverable
cattle near a par delivery point (Omaha). Delivery of
finished cattle from Billings, Montana was not feasible due
to the shrink factor and discount for cattle not meeting
contract specifications.
The results showed that by employing the futures mar
ket, a producer could substantially increase returns on
equity, while at the same time reducing the overall risk
which allows for increased leverage. For example, by com
paring the four strategies from 1972 through 1375. every
hedging strategy produced a variation in earnings smaller
than its cash strategy counterpart. With the exception of
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strategy 4, all of the strategies with the 65 percent lever
age scenario yielded smaller standard deviations in earnings
than strategy 1 at 50 percent leverage. The average returns
were $43,762 and $40,510 for the cash strategy (1) under the
65 percent leverage scenario and the 50 percent leverage
scenario, respectively. Thus, if a cattle feeder can earn a
rate of return greater than his cost of debt (8 percent),
the use of increased financial leverage will be to his ad
vantage; however, if his rate of return on assets falls
below his cost of debt, leverage works in reverse. Strat
egies 2, 3, and 4 yielded increased earnings for the 65
percent leverage scenario as compared to the 50 percent lev
erage scenario, while incurring increased standard devia
tions. For example, strategy four's average earnings went
from $194,714 to $254,601 while incurring approximately a 40
percent increase in the standard deviation, but still re
maining below the cash strategy level. The use of both the
feeder and live cattle futures contracts, strategy 4, re
sulted in average returns being more than twice that of any
other strategy.
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Studies Employing the Corn, Feeder, and Live
Cattle Contracts
The following three studies: Shafer, Griffin, and
Johnston (1978), Leuthold and Mokler (1979), and Spahr and
Sawaya (1981) integrate the use of the live cattle futures
contract with the the simulataneous use of the corn and
feeder cattle futures contracts in an attempt to evaluate for
cattle feeders additional hedging strategies. The studies
simulated feedlot conditions and examined the use of feeding
margins, reflected by the three futures prices during a plan
ning period prior to the actual placement of cattle on feed
as criteria for entering the futures market. Long corn and
feeder cattle hedges were always lifted when cash corn and
feeders were purchased to begin the actual feedout, whereas,
the live cattle hedge could be placed and/or held throughout
the feeding period, depending on the strategy employed.
Shafer, Griffin, and Johnston (1978) evaluated four
basic hedging strategies that utilized a two-month planning
period. If the expected lock-in margin was found to be
equal to or greater than a predetermined required lock-in
margin of $20 per head, hedges would be placed short in live
cattle and long in feeder cattle and corn. The expected
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lock in was determined by using the prevailing localized
futures prices during the planning period, or by using the
cash purchase prices for corn and feeders and the localized
futures price for live cattle during the feeding period.
The strategies tested were as follows: (1) no hedge, (2)
hedge if the required lock-in margin was met during the
planning period, or if the expected lock-in margin using the
cash corn, cash feeder, and live cattle futures prices was
found to be greater than zero at the placement date; other
wise, do not feed (LIDF), (3) hedge if the expected lock-in
margin was found to be greater than the required lock-in
margin during the planning period; if not hedged by the
placement date, cattle would be fed and sold in the cash
market (LICM), (4) extended lock in is the same as strategy
2, except that the live cattle hedge could be triggered any
day during the feeding period when the expected lock-in was
greater than or equal to the required lock-in (ELI), and (5)
a technical trading strategy (TT), using a 10-and 15-day
moving averages to hedge corn and feeders during the plan
ning period and to hedge finished cattle through the plan
ning and feeding period.
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The results of the analysis showed that the four strat
egies tested from 1972 through 1976 yielded superior re
sults, in terms of reduced variances and increased mean re
turns in relation to the cash strategy. The LIDF strategy
yielded a reduction in the variance ranging from 77 to 95
percent in relation to all of the strategies and increased
mean returns versus the cash strategy. However, only 28
percent of the pens were fed. The mean returns of the pens
hedged was averaged over the entire 47 feeding periods. The
LICM strategy also only triggered hedging in 28 percent of
the pens yielding slightly improved returns at the expense
of an increased variance compared to the LIDF strategy,
although below the cash strategy level. The ELI strategy
placed hedges 26 percent of the time during the planning
period and 66 percent of the time during the feeding period.
The ELI strategy produced the second highest return and the
lowest variance, in relation to other strategies in which
feeding occurs 100 percent of the time. The TT strategy
yielded the highest returns per head versus all of the
strategies tested and the highest variance of returns for
the selective strategies, however, it was below the cash
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strategy level of variance.
Leuthold and Mokler (1979) evaluated one integrated
hedging strategy based on corn, feeder cattle, and live
cattle futures. If the expected profit margin was greater
than or equal to a predetermined cash value, hedges would be
placed using the appropriate futures contract. The expected
profit margin was calculated using adjusted daily futures
prices for corn, feeder, and live cattle prior to placement
on feed, taking into account other variable and fixed costs
ranging from $1.00 per cwt. to $18.00 per cwt. The three-
way hedge, if placed, would be placed simultaneously. If
the expected profit margin was not met within a three month
planning period prior to placing cattle on feed, corn and
feeders were purchased in the cash market and the search
continued in order to hedge the live cattle. Three-way
hedging occurred at expected profit margins less than or
equal to $6.00 per cwt., while expected profit margins
greater than or equal to $7.00 per cwt., triggered only the
employment of the live cattle futures contract. Compared to
the cash strategy, hedging with predetermined cash values of
less than or equal to $9.00 per cwt., yielded superior re-
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suits in terns of mean net returns and the variance of re
turns. Therefore, strategies that called for hedging only
if expected profit margins were greater than or equal to
$10.00, yielded ambiguous results. The highest mean net
returns were obtained when an expected profit margin of
$5.00 per cwt. was used as the hedging criterion. Nine
percent of the feeding periods employed the three-way hedge
using the $5.00 per cwt. expected profit margin, 65 percent
of the feeding periods only employed the live cattle con
tract, while the remaining 26 percent were finished un
hedged. The three-way hedge using an expected profit margin
of $5.00 per cwt. as the hedging criterion, resulted in a
lower variance of returns and an increased mean net return
of $.42 per cwt. versus a single hedge. Single hedging
strategies simulated the use of only the live cattle futures
contract. For expected profit margins ranging from $2.00 to
$5.00 per cwt., the three-way hedge out performed the single
hedge in terms of mean returns and variances.
Spahr and Sawaya (1981) also examined a single hedging
strategy in which the corn, feeders, and finished cattle
were prehedged from 1974 through 1978. The strategy in-
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volved testing for a required profit margin in $2.50 per
head increments, ranging from -$10.00 per head through
+$60.00 per head, during a seventeen-week planning period.
If the profit margin was found during the planning period,
feeder cattle and corn futures were bought and live cattle
futures were sold. If the profit margin was not met during
the planning period, corn and feeders were purchased on the
cash market unhedged, and the search to hedge live cattle
would not continue. The authors concluded that by using
the prehedging strategy, profits can be increased while
simultaneously reducing the risks involved in cattle feeding
For example, the average return profit using a required
profit margin of $27.50 per head, was $20.72 per head
greater than the cash strategy while also reducing the stan
dard deviation of returns.
Studies Employing the Hog Futures Contract
Four studies: Wood (1972), Schaefer (1974), McCoy,
Price, and Solomon (1976), and leuthold and Peterson (1980)
evaluated marketing strategies using the hog futures con
tract. These studies basically examine strategies utilizing
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economic relationships similar to those having been reviewed
for cattle feeders. The studies will be summarized in the
same manner as the preceding cattle studies with a summary
of the strategies tested followed by the results.
Wood (1972) tested five selective hedging strategies
for hogs versus the cash and routine hedge strategies. His
decision rules for placing hedges from 1966 through 1970
were: (1) no hedge, (2) routine hedge, (3) hedge if hogs
are marketed from September through December, (4) hedge if
the seasonal price index in the planned month of sale is
below the monthly price index at placement, (5) hedge if the
futures price (non-localized) is greater than the estimated
seasonally adjusted cash price, (6) hedge if marketed during
January, otherwise use strategy five, (7) same as strategy
six, however, the automatic hedging period is expanded to
include February. Wood found that increased mean net returns
occurred at the expense of an increased variance of the re
turn for all of the hedging strategies tested. Therefore,
due to the ambiguous results, clear conclusions concerning
the usefulness of the hog futures contract can not be made.
However, as shown by the results of strategies 5, 6, and 7,
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if hedging were to be used, a selective hedge would be ad
vised. These strategies performed rather well when compared
to the routine hedging strategy, all showing increased mean
net returns and decreased variance of returns.
Schaefer (1974) evaluated five selective hedging strat
egies in comparison to the cash and routine hedge strate
gies, from 1966 through 1972, for three different feeding
periods: July-October, September-December, and January-
April. The following strategies were evaluated: (1) no
hedge, (2) routine hedge, (3) hedge if the adjusted futures
price is greater than the forecasted cash price, (4) a
Bayesian strategy, and (5) hedge using a 10-day moving aver
age of futures prices and futures price ranges. The third
strategy utilized a quarterly forecast of Chicago hog prices
developed by Paulsen, Mann, Rahn, Futurell, and Ladd (1974),
The Bayesian strategy assigns probabilities to certain out
comes based on: the actions open to the producer (hedge
vs. no hedge), states of nature facing the producer, the
payoff resulting from the producers' decision, and the pro
ducers* objective of maximizing the expected price received
for finished hogs. The 10—day moving average strategy
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stipulates that hedges be placed (sell) when the futures
price is less than the 10-day average price minus a 10-day
average futures price range and lifted (buy) when the fu
tures price is greater than the 10-day average futures price
plus the 10-day average futures price range. If the basis
at the time of sale was greater than the additional delivery
costs, the contract was fulfilled by delivering hogs.
Shaefer reported that for each feeding system, delivery on
the contract gave a higher mean net price than offsetting.
However, delivering gave the highest variance in the mean
net price for each feeding system. Hedges are placed when
feeding commences if the criteria are met for strategies
two, three, and four, while strategy five places and lifts
hedges throughout the feeding period. The producer had the
option to make delivery or offset hedged positions when
finished hogs were marketed. The routine strategy yielded
ambiguous results versus those obtained by the cash strat-
egy, in that either the mean price and variance increased
or both decreased. The third strategy and the moving aver
age strategy were superior to the routine strategy for the
January-Apri1 feeding period, and to the cash strategy in
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the July-October feeding period. The moving average strat
egy was plagued by large average hedging costs which were
more than double the costs incurred by the routine strategy.
The insignificant and inconclusive results show that the
hog futures contract was not a very effective marketing
tool during the period of study.
McCoy, Price, and Solomon (1976) evaluated four alter
native selective hedging strategies and one forward con
tracting arrangement, compared to cash selling and routine
hedging from 1968 through 1975. The strategies were: (1) no
hedge, (2) routine hedge, (3) hedge when the localized fu
tures price equals, or exceeds, the breakeven price, (4)
hedge when the localized futures price equals or exceeds
the current cash price, (5) hedge when the localized futures
price equals or exceeds both the breakeven and current cash
prices, (6) hedge only lots sold from Septeraber through
December, and (7) forward contract at the current cash
price. If the criteria were not met in strategies 3, 4,
and 5, two alternatives were considered: (1) feeding un
hedged or, (2) not feeding. Under alternative number one,
strategies 4 and 5 yielded higher average profits, although
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not significant, and significantly lower variances. With
strategies 4 and 5 approximately 43 percent of the lots were
hedged. The second alternative of not feeding when the
criterion was not met in strategies 3, 4, and 5, taking into
account all costs of production, resulted in decreased aver
age returns per head over the eight-year period. The result
of this alternative shows the net effect of reduced revenues
taking into account decreased variable costs and constant
fixed costs.
Leuthold and Peterson (1980) analyzed the following
fourteen strategies from 1970 to 1977: (1) no hedge, (2)
routine hedge, (3) hedge in typically heavy marketing
months, (January, March, April, May, October, November,
December), (4) hedge in typically light marketing months,
(February, June, July, August, September), (5) hedge in
delivery months, (June, July, April, October, February,
August), (6) hedge in non-delivery months, (January, March,
May, September, November), (7) hedge if the hog-corn price
ratio is greater than or equal to fifteen at placement, (8)
hedge if the hog-corn price ratio is less than fifteen at
placement, (9) hedge if the localized futures price is
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greater than or equal to the breakeven price at placement,
(10), (11), and (12), are similar to strategy 9, with the
addition of a required profit margin of $1, $2, $4 per cwt.,
respectively, being added to the breakeven prices, (13)
hedge if the current cash price is less than the breakeven
price at placement, and (14) hedge if the localized futures
price is less than the current cash price at placement.
Strategies 7 and 8 use the hog-corn price ratio in order to
show the effect of hedging during profitable and unprofit
able feeding periods.
The uniqueness of this study lies in the use of margin
calls as triggering mechanisms for lifing hedges. Two vari
ations of this rule were applied; (1) lifting the hedge at
the first margin call, and (2) lifting the hedge at the sec
ond margin call. In comparing the margin call alternatives,
the results do not change significantly, with the one margin
call rule showing slightly higher returns. The use of the
margin call rule versus its non-use, dramatically increased
the returns per hog, making all of the strategies superior
in terms of both risk and returns, compared to the cash
strategy. For example, the ninth strategy returned $6.36
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per head without the use of a margin call, and when applied,
resulted in the highest average return of $13.11 per head.
The results show that by liquidating a losing position in
the futures market, feeders may enhance their profit poten
tial .
By examining the results of previous tests of different
hedging strategies, it is apparent that hedging strategies
are available, or can be developed, in order for Iowa cattle
feeders to reduce price risks and/or increase returns. In
considering a hedging strategy, feeders must remember that
the placing of hedges can be done selectively—not just rou
tinely. Whether the cattle feeder considers a one-sided
hedge, short live cattle, or the more sophisticated three-
way hedge, long feeders and corn and short live cattle,
price risk may be reduced to some degree. In comparing the
one-sided hedge versus the three-way hedge, Leuthold and
Mokler (1979) showed that average returns and the variance
of returns could be improved. However, the decision to use
any hedging strategy will depend on the feeder's knowledge
of the futures market, available time, and available capital.
The results obtained by the preceding studies have im-
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portant financial implications. Although not examined
empirically within these studies, it seems reasonable to as
sume that if a feedlot operator can demonstrate to a lender
how profits can be established prior to purchasing the
feeders, considerable financial leverage ought to be ob
tained. Following strategies that have exhibited superior
results, increased returns and a decreased variance of re
turns, should make cattle feeding a more viable and expan
sion worthy operation. As stated by Johnson and Boehlje
(1983):
the use of various strategies for managing market
risks allow the entrepreneur to accept more risk
in investing and producing: and that an integrated
analysis of production, marketing, and investment-
financing alternatives is essential to make accur
ate recommendations about risk management strategies.
They emphasize the fact that the benefit of ignored market
ing strategies is that one can farm more land, borrow more
money, feed more cattle, and generate more net worth with
less risk.
By considering the employment of selective hedging
strategies, Iowa cattle feeders must realize that hedging is
not an impulsive action but rather a strategy to be used
only after much deliberation and study. For example, stud-
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ies by Shafer et al. (1978), Leuthold and Mokler (1979),
Spahr and Sawaya (1981), and Gorman et al. (1982) showed
that the best results, superior in terms of mean net returns
and variance of returns versus the cash strategy, were ob
tained when 83 percent, 74 percent, 54 percent, and 71 per
cent of the lots were hedged, respectively.
The hedging strategies to be tested in this thesis will
evaluate alternative placement strategies as well as evalu
ate the effects of allowing the feeder the opportunity to
hedge before and after placement. Two studies: Hayenga,
DiPietre, Skadberg, and Schroeder (1983) and Russell, Ikerd,
and Dickey (1983) evaluated the potential hedging opportuni
ties available to cattle feeders utilizing the cattle fu
tures contract. Using breakeven prices plus a $.50 per cwt.
differential from 1972 through 1981, Hayenga et al. showed
that potential profitable hedging opportunities do exist for
livestock producers. By constraining the search period to
the second half of the placement month, 37 percent and 63
percent of the feeding periods offered expected profitable
hedges for yearlings and calves, respectively. Extending
the search period to include all but the delivery month of
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the feeding period, increased the percent of feeding periods
that offered expected profitable hedges to 74 percent for
yearlings and 97 percent for calves. Hayenga et al. found
that 72 percent of the feeding periods actually offered a
profit using the futures for yearlings and 97 percent of the
feeding periods actually offered profits using the futures
for calves. For feeding periods offering profits using
futures, an average of 44 percent of the days offered a
profit for yearlings and 53 percent of the days offered
profits for calves. Hayenga et al. also found that the
frequency of profitable hedging opportunities for hog pro
ducers occurred in 97 percent of the feeding periods of
which an average of 71 percent of the trading days offered
profits for the feeder-to-finish operation. The farrow-to-
finish operation could profitably hedge in 88 percent of the
feeding periods, of which an average of 76 percent of the
trading days offered profits.
Russell et al. evaluated potential hedging opportuni
ties for High Plains cattle feeders from 1974 through 1982.
It was found that 63 percent of the pens fed could have
locked in a futures price equal to or greater than the
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breakeven price. A profit of 15 percent or better could
have been locked in on 17 percent of the pens. On 94 per
cent of the pens, a loss of not more than 5 percent could
have been locked-in. Over the entire period of analysis,
the breakeven price or greater could have been locked in
within 30 days following the placement date 35 percent of
the time, within 60 days 47 percent of the time, and within
150 days 63 percent of the time. Hedging strategies based
on 3, 5, 7, and 10 percent profit margins yielded returns
from 66 to 69 percent greater than those for the cash strat
egy. A 5 to 7 percent profit margin yielded the highest
returns. The analysis showed that opportunities to hedge
at higher prices occurred less frequently and existed for
shorter periods of time.
The proceeding study will evaluate traditional alterna
tive hedging strategies plus the routine hedging of finished
cattle versus a cash strategy. The effectiveness of altern
ative hedging strategies will be tested over a more recent
time period in order to determine if changes have taken
place in the market. The presentation of results within
this thesis will differ from previous studies in that re—
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suits will be reported in terms of individual feeding per
iods and combined feeding periods throughout the study per
iod. Also, a scale-up hedging procedure will be incorporat
ed in order to determine the viability of such a marketing
strategy. Finally, the period in which hedging is allowed
to occur will be varied from just the placement date to
include the first five months of feeding and a hedging per
iod consisting of the first five months of feeding preceded
by a two month planning period.
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CHAPTER IV. METHODOLOGY
This chapter will focus on the development of a simu
lated Iowa cattle feeding operation, that is to be used in
this study to test several selective hedging strategies as a
means of reducing price risks and/or increasing returns for
Iowa cattle feeders. This chapter also briefly develops the
criteria that are used to test alternative strategies. Econ
omic theory states that a trade-off exists between expected
returns and risk. If two investments are possible with dif
ferent amounts of risk associated with each, the investment
with the largest amount of risk will require a larger expect
ed return to attract an investor. The additional expected
return is needed to compensate the investor/feeder for the
additional risk he is taking. Therefore, an industry associ
ated with a high level of risk would require high expected
returns to induce investment. The exodus of fed cattle mar
ketings in the Iowa cattle feeding industry confirms the fact
that risks, in terms of the variability of returns, is high
and that profitable feeding opportunities have been scarce.
It follows that an investor would expect his returns to de-
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dine as he passed his risks to investors willing to assume
the risk. However, empirical results (see review of litera
ture) show that by implementing a selective hedging strategy,
the variance of returns can be reduced while simultaneously
increasing the mean net returns.
The utilization of the futures market through hedging,
is a means by which cattle feeders can offset the effects of
adverse price movements. The theory and mechanics of fu
tures trading is beyond the scope of this discussion and is
covered in most marketing text books. Basically, however,
hedging amounts to protection from price changes by estab
lishing futures market positions that will offset changes in
the value of a cash market position. For example, a cattle
feeder purchases feeder steers in March and plans to sell
finished cattle the following October, but is worried that
the price might fall below current levels; the producer
could enter the futures market and sell a live cattle con
tract, When the producer sells the finished cattle in the
cash market, he would then buy back the futures contract.
Because the cash and futures prices tend to move together,
the producer has reduced his risk against adverse cash price
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movement and canceled his agreement to deliver on the fu
tures market contract-
In order to show the counterveiling price effect of
futures on cash price movements, consider the following
example for increasing and decreasing cash prices. The
cattle feeder plans to place cattle on feed August first
and sell finished cattle six months later on February first.
During the feeding period the feeder is long in the cash
market. In order to offset the producers long position in
the cash market a short position (sell futures) is taken at
placement for $56.50 per cwt. using the February live cattle
futures contract. Assume that on February first the fin
ished cattle are sold at $54.00 per cwt. in the cash market.
At the same time, the short position taken at placement is
offset by buying futures at $55.00 per cwt. The feeder has
received $54.00 per cwt. for the finished cattle in the cash
market and made $1.50 per cwt. in the futures market, giving
the feeder a total of $55.50 per cwt. for the finished cat
tle, which is close to what the February futures price of
live cattle was when the decision to hedge was made. How
ever, if cash and futures prices had risen instead of fall-
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ing, the feeder would still have received a price for thes
cattle that would have been nearly equal to that at which
the live cattle futures were sold at placement. For ex
ample, at placement live cattle futures are sold at $56.50
per cwt. On February first, the finished cattle are sold
in the cash market at $58.00 per cwt. and live cattle fu
tures are bought for $53.00 per cwt. The feeder has re
ceived $58.00 per cwt. for the finished cattle in the cash
market and lost $2.50 per cwt. in the futures market, again
giving the feeder a total of $56.50 per cwt. for the fin
ished cattle, which is nearly equal to what the February
futures price of live cattle was when the cattle were hedged
These hypothetical examples assumed no brokerage fees
and margin requirements, which would have to be subtracted
from futures profits Cor added to futures losses) to arrive
at a true net hedged selling price.
As previously explained, by hedging cattle the producer
attempts to eliminate the risk of an adverse price level
change. However, for the price level risk to be eliminated,
the price of the futures contract must move parallel with
the cash price exactly as expected. Empirical evidence
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reveals that the futures and cash prices seldom, if ever,
move exactly as expected, although there is a strong posi
tive correlation between the two. Therefore, the effective
ness of a hedge as a risk management tool depends on the
relative difference between the futures and cash price, the
basis. The basis must be somewhat predictable, for hedging
to be effective in reducing risk.
Choosing a Strategy
In considering the use of the futures market, producers
need a method or an approach that considers the risks as
sociated with marketing strategies. Risk and uncertainty
are defined in terms of the probability of an event happen
ing in the future. Risk is usually defined as a situation
where the outcome is unknown but the probability of alter
native outcomes are known. With uncertainty, the probabil
ity of different outcomes is unknown. In terms of agricul
tural production, these terras are not easily separable and
should be considered on a continuum with risk and uncertain
ty being the extremes. In this study, the term risk will be
used in association with the cattle feeding operation.
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The cattle feeder, or any manager, can be classified
in terms of their behavior or attitude toward risk such as
being risk seeking, risk indifferent, or risk averting. The
risk seeker is the person who desires the risky situation.
The risk indifferent feeder is not affected by the degree of
risk involved but only by the expected returns. Finally,
the risk averter will always choose the less risky alterna
tive. Risk averse managers prefer a certain or known result
versus the unknown, provided the expected return is the
same. Therefore, a cattle producer who must select from a
number of alternative hedging strategies will want to consid
er more than the expected return. The variability or dis
persion of the possible outcomes around the expected return
should also be considered in evaluating hedging strategies
with the objective being to minimize risk at an equal level
of return. For example, if two alternatives have the same
expected return, most managers would choose the one with the
lowest variability of returns.
As in previous studies, the evaluation of hedging stra
tegies in this study will employ mean-variance analysis as
the overall decision making mechanism. As explained by Lin
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and Chang (1978), the expected utility, or degree of satis
faction, is a function of the expected income and its vari
ance. In determining the best or superior strategy, rela
tive mean net returns and relative variance of returns will
be compared. The cash strategy will be used as a benchmark
for evaluating alternative hedging strategies. Assuming
that cattle feeders are risk averse, strategies will be
judged to be inferior, superior, or ambiguous in terms of
mean net returns and variance of returns when compared to
those for the cash strategy. An inferior strategy will
yield a lower mean net return and a higher variance of re
turns. The superior strategy will yield an increased mean
net return and a decreased variance of returns. Strategies
resulting in either increased mean net returns and increased
variances or decreased mean net return and decreased vari
ances will be judged ambiguous.
Cattle Feeding
The following is a brief overview of the typical Iowa
cattle feeding operation in order to facilitate the under
standing of the simulation presented in this thesis. Feeder
steers and heifers are placed on concentrate feeds to pro-
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mote weight gain and to shorten the period to market weight.
Once placed in the feedlot, calves or yearlings are very
seldom returned to roughage, however, there may be some
early turn-off with lighter weight marketings in times of
poor feeding margins. Most cattle are placed in feedlots
within a few months after weaning at an average weight of
650 pounds. This characteristic results in a marked season
al peak in placements in the fourth quarter of each year.
However, alot of flexibility exists on the part of the cat
tle feeder in making the commitment to place calves or year
lings on feed—the timing of which, varies with relative
prices, seasonal conditions, and pasture availability. By
varying age at placement, the length of the feeding period,
and the number of cattle fed, producers are able to adjust
the quantity of grain fed and the output of beef in response
to current market situations.
The rations fed to cattle usually consist of feed grain,
corn, a protein supplement, and some roughage in the form of
hay or silage. The most important cost components in cattle
feeding are the cost of the feeder and the cost of the feed
grain. Based on data from 1974 through 1984 (Iowa State
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University, M-1229, 1985), the average cost of the feeder
was estimated to be 61 percent of the average total cost of
feeding a 650 pound yearling to 1150 pounds in Iowa. Feed
grains (corn) contributed an additional 19 percent of the
average total costs of production over the period of study.
These proportions seem to be fairly consistent over the per
iod, and suggest that producers should examine purchasing
alternatives in order to establish a profit for the feeding
operation. For example, the use of selective hedging strat
egies for feeder cattle and corn have been found to signifi
cantly decrease the cost of these inputs (see review of
literature). The incorporation of such strategies is beyond
the scope of this thesis; however, for the aggressive cattle
feeder, these alternatives should not be overlooked. The
efficiency with which feed is converted to gain for a feeder
in a feedlot depends upon the ration composition, the weight
and sex of the feeder, the length of the feeding period, and
weather. A higher level of roughages in a ration reduces
daily gains and feeding efficiency. Typically, cattle on
feed require approximately 11 pounds of grain feed per pound
of gain versus 15 pounds of feed per pound of gain for cat-
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tie on roughage feeds (Allen, 1976). These conversion ratios
have remained very stable over time.
One prominent characteristic of United States beef pro
duction, as previously explained, is the substantial shift
in cattle feeding operations to the south and west over the
last two decades. This shift has been accompanied by a
movement towards larger, commercialized feedlots, and fewer
farmer-operated feedlots. For example, in 1970 one percent
of all feedlots in Iowa had a capacity of greater than 1000
head and produced 10 percent of the cattle. In 1984, 3
percent of Iowa's feedlots produced 50 percent of the fed
cattle in the state. Larger commercial operations tend to
market cattle continuously throughout the year, while farm
feedlots generally market live cattle in only the late
spring through the summer months (Van Arsdall and Nelson,
1983). Commercial lots also feed higher concentrate ra
tions, which results in a shorter time on feed and quicker
turn around. The average time on feed in large feedlots is
approximately 150 days, compared to 225 days in farmer-
feedlots.
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S imulat ion
In order to accomplish the primary objective of this
thesis, the evaluation of selective cattle hedging strate
gies, a computer simulation is developed using pertinent
data representing Iowa cattle feeder costs and returns. The
analysis uses relevant futures and cash prices together
with production and hedging costs in determining expected
profits and actual profits and in comparing profits between
a cash market strategy and selective hedging strategies.
Iowa State University production cost data representing
two different feeding periods from 1974-1984 are used in the
analyses. With one period, the typical feeding period is
210 days, (prior to 1978) and with the other, the feeding
period is 189 days, (1978-1984). The 210-day feeding per
iod fed a ration of shelled corn and hay, while the 189-day
feeding period fed a ration of corn silage and shelled corn
(at 1.5 percent of body weight). The 210-day feeding period
costs are adjusted in terms of the feed ration to correspond
to the 6-month (189—day) feeding period used in later years
by multipying the 210-day costs by a factor of 189/210.
The model assumes that choice feeder steers weighing
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650 pounds are placed on feed August first, November first,
February first, and May first, at a cost represented by the
monthly average price in the purchase month at the Sioux
City, Iowa market ($ per cwt.) for medium, USDA, No. 1,
600-700 pound yearling steers. The cattle are fed six
months and marketed February first. May first, August first,
and November first, at a weight of 1,100 pounds, after al
lowing for 50 pounds of shrinkage. The 500 pounds of gain
per animal is attributed to 42 bushels of corn, 2.2 tons of
corn silage, and 189 pounds of supplement, for the feeding
system used from 1978 through 1984.
Feed costs are ingredient prices times ration require
ments. It is assumed that all corn requirements are pur
chased in the placement month, at a cost equal to the aver
age Iowa monthly price. Supplement prices are averages of
Iowa monthly prices in the month that supplement is fed.
Corn silage is valued, on a per ton basis, at nine times the
Iowa monthly average price of corn.
The assumptions concerning the costs are explained as
follows by Dr. Gene Futrell of Iowa State University;
Operating costs and overhead includes costs
of facilities, waste and feed handling, medical
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expenses, interest cost, death loss, and miscel
laneous expenses. In this program, cattle are fed
in an open lot with shelter, mound, and bunk on par
tial concrete. Waste handling is the cost of remov
ing solid waste to nearby cropland. Feed handling
costs include processing, distribution to bunks,
and limited storage space. The turnover rate for
yearlings is assumed to be 1.8. For each yearling
fed, charge for lot and shelter are $14.58; waste
handling, $2.20; and feed processing, $4.62. Medi
cal expenses are $4.00 per yearling fed. Non-feed
costs other than interest and labor are $25.40 for
yearlings. Interest cost is the purchase price of
the animal and one-half of the feed costs times the
prevailing interest rate at the beginning of the
feeding period. Death loss is 1 percent for year
lings. The cost is purchase price times percentage
loss. Operating and overhead cost is the sum of
fixed costs, interest cost, and death loss. Labor
cost are set at a rate of $3.50 per hour for feeding
periods ending from January 1973 through December
1974. From January 1975 through December of 1979
the rate was $4.00 per hour. From January 1980
through December of 1982, the rate was $4.50 per
hour. The labor cost for the final period from Jan
uary 1983 through December 1984 was set at a rate of
$5.50 per hour. During the feeding period, it is
assumed that yearlings require 3 hours of labor
(Iowa State University, M-1229, 1985)
Marketing and transportation charges of $.50 per cwt.
were assumed for feeders and finished cattle.
Total input costs are calculated on a per head basis
then divided by eleven, allowing for fifty pounds of shrink,
to determine the breakeven price on a per cwt. basis neces
sary to cover all costs.
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When employing the use of the live cattle futures con
tract the relevant futures price is localized by subtracting
the expected basis, hedging costs, and the interest on the
initial margin. The expected basis is based on the most
recent five-year average of the basis during the first fif
teen days of the marketing month. The average basis for the
periods from 1969 through 1984 reported in Table 4.1 show a
range of -$.31 to $2.64 per cwt. for February, -$1.87 to
$3.32 per cwt. for May, -$1.75 to $3.23 per cwt. for August,
and -$.71 to $4.14 per cwt. for November. The five-year
moving average of the basis from 1974 through 1984 reported
in Table 4.2 show a range of $.05 to $1.48 per cwt. for Feb
ruary, -$.28 to 1.37 per cwt. for May, .11 to $1.18 per cwt.
for August, and -$.60 to $3.12 per cwt. for November. An
additional charge ranging from $.27 to $.46 per cwt. was de
ducted reflecting the commission and interest on the initial
margin. The commission charge of $60 per contract (.15 per
cwt.) was assumed throughout the study period. The interest
charged on the initial margin was calculated using an ini
tial margin ranging from $1200 to $1500 and interest rates
ranging from 8 to 16 percent. Ranges for the initial margin
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Table 4.1. Mean Live Cattle Basis for Interior Iowa
Choice Steers, 1969-1984
Contract: February June August December
Sale Month: February May August November
Year Period: 2/1-2/15 5/1-5/15 8/1-8/15 11/1-11/15
1969 .54 -.27^ .27 .99
1970 1.64 1.30 .60 1.53
1971 2.64 -.02 1.38 1. 13
1972 .84 1.03 . 04 1.50
1973 1.76 -.02 3.23 3.09
1974 15 1.51 . 64 .49
1975 .04 -1.09 -1.75 .09
1976 -.31 3.32 1.70 1.87
1977 .23 2.39 . 38 -.71
1978 .44 .61 -.93 1.26
1979 .88 -.37 . 06 4. 14
1980 .97 .91 .02 2.64
1981 1.19 1.37 1.01 4.68
1982 . 10 -1.44 .60 2.17
1983 1.26 -1.87 .99 1.95
1984 .56 -.10 -.99 .46
Negative values indicate that the cash price is
greater than the futures price.
Table 4.2.
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Five Year Moving Average of the Mean Live Cattle
Basis for Interior Iowa Choice Steers, 1974-1984
Contract: February June August December
Year Sale Month: February May Augus t November
1974 1.48 .40 1. 10 1.65
1975 1.35 .76 1.18 1.55
1976 1.03 .28 .71 1.26
1977 .44 .95 .77 1.41
1978 .31 1.22 .84 .97
1979 .05 1.35 .01 .60
1980 .26 .97 -.11^ 1.33
1981 .55 1. 37 .25
00
1982 .74 .98 - 11 2.40
1983 .72 .22 . 15 2.98
1984 .88 -.28 .54 3. 12
^Negative values indicate that the cash price is
greater than the futures price.
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and interest rate were used in order to reflect the ongoing
costs of hedging. Assuming that the market is not more
likely to move against the hedger than it is to move in the
hedger's favor, the interest cost is estimated on the basis
of only the initial margin requirement. For example, the
interest on the initial margin for 1982 was calculated using
an initial margin of $1500 at an interest rate of 16 percent
for 189 days (length of feeding period) which equals $.31
per cwt.
The returns from marketing finished cattle are calcu
lated by using the price on the first day of the marketing
month for choice steers on the Interior Iowa market. Also,
for feeding periods employing the relevant live cattle
futures contract, it is assumed that the price is set or
lifted at a price equal to the closing price for the day.
Because all prices are calculated on a per hundredweight
basis, net returns equal the returns (losses) incurred in
the cash market plus (or minus) the returns (losses) incur
red in the futures market.
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Marketing Strategies
Alternatives faced by the Iowa cattle feeder include
not feeding, feeding and hedging, or feeding unhedged.
Under different circumstances, any of these options could
be the most profitable or the least costly. Previous stud
ies, summarized in the literature review section of this
paper, have shown that routinely hedging all cattle has
often resulted in lower mean net returns and lower variance
of returns versus the cash marketing strategy. However,
selective hedging strategies have often yielded greater re
turns and, in many cases, decreased variance of returns
compared to the cash marketing strategy. The results of
some of the selective hedging strategies contradicts the
thought that by hedging the producer must give up returns in
order to stabilize the profitability of the enterprise.
The evaluation of selective hedging strategies within
this thesis will focus on the Iowa cattle feeder who plans
on feeding at certain times of the year and who, when the
opportunity arises, hedges the production of finished cat
tle, under three different scenarios. The hedging strate
gies will be evaluated using mean-variance analysis for the
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period, 1974 through 1984. The hedging strategies will be
tested under three hedge placing scenarios that permit the
placing of the hedge if the strategy criterion is met CD at
placement only (P), (2) at placement or any time during the
subsequent five months (5M), (3) at placement or any time
during the subsequent five months or any time during the
preceding two months (7M).
In order to test all of the strategies under the dif
ferent scenarios it is necessary to use four different
breakeven prices. The actual breakeven price is used in
determining the results of all the marketing strategies to
be tested. Three other breakeven prices are estimated and
employed before, at, and after the placement of cattle on
feed. Breakeven prices used for the placement date and the
following five-month period scenarios assume that corn and
feeders are purchased at the average placement month price
while all other costs are considered to be equal to those
costs for cattle being finished in the month preceding
placement. The estimated breakeven price for two months
prior to the placement of cattle on feed utilizes the aver
age corn and feeder prices in that month with the remainder
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of the estimated costs being equal to those for cattle being
finished in the previous month. For example, cattle feeders
placing cattle on feed in August, under the third scenario,
commence searching for an expected profitable hedge in June
using average corn and feeder prices in June with the addi
tional costs being equal to the costs of cattle being fin
ished in May. If hedging does not occur during the first
planning month the costs are re-estimated in order to facil
itate the search for expected profitable hedging opportuni
ties one month prior to placement on feed.
Table 4.3. Feeding Periods and the Corresponding Futures
Contracts Used for Hedging in this Study
Placement Date
August 1
November 1
February 1
May 1
Marketing Date Futures Contract
February 1
May 1
August 1
November 1
Feb ruary
June
Augus t
December
The relevant live cattle futures contract offered by
the Chicago Mercantile Exchange is employed depending on the
marketing date of finished cattle. Delivery month contracts
are employed for cattle being marketed in those months while
cattle being marketed in non-delivery months employ the use
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of the nearest futures contract after delivery. The feeding
periods and contracts to be used in this analysis are pre
sented in table 4.3.
All of the following strategies are tested assuming the
feeder places cattle on feed in every period. The strate
gies will also be analyzed on an individual feeding period
basis over the eleven year period in order to evaluate the
results for the once-a-year feeder. As indicated by Marv
Skadberg, Iowa State University Extention Specialist, feed
ing cattle year round in Iowa may not be the best strategy
(Hoybal and Zenk, 1984). The general categories of strate
gies to be tested are:
I. Cash. The cash strategy is used as a benchmark
for the evaluation of the selective hedging strategies. The
net returns from the other alternatives are obtained by add
ing the net returns from selling in the cash market to the
futures profits resulting from the alternative hedging
strategies.
II. Routine Hedge- Every feeding period the cattle
are hedged on the first day of the placement month and the
hedge is lifted when the finished cattle are marketed.
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III. Hedge if the LFP 1 CP. This strategy specifies
that cattle be hedged when the localized futures price (LFP)
is greater than or equal to the current cash price (CP).
The localized futures price is the futures price when the
hedge is placed minus the expected basis when the hedge is
to be lifted minus hedging costs. For feeding periods not
meeting the criterion, feeder cattle are assumed purchased
and fed out on a cash basis.
IV. Hedge if the LFP > BEP and LFP > CP. This
strategy specifies that cattle be hedged when the localized
futures price is greater than or equal to both the breakeven
price and the current cash price. For feeding periods not
meeting the criterion, feeder cattle are assumed purchased
and fed out on a cash basis.
V. Hedge if LFP > BEP + PM. Cattle are hedged if
the localized futures price is greater than the breakeven
price plus a profit margin (PM) ranging from -$1.00 per cwt.
to $9.00 per cwt., in one dollar increments. The profit
margin of -$1.00 per cwt, was employed in an attempt to
limit the losses incurred by the cattle feeding operation.
Profit margins ranging from $1.00 per cwt. to $9.00 per cwt.
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were added in order to evaluate the potential of locking in
an expected return. If the criterion is not met, cattle are
fed out unhedged.
VI. A combined hedging strategy of the best individual
feeding period strategies is included in order to show the
potential opportunities available to the feeder who adjusts
marketing objectives with changing economic conditions.
VII. A lift strategy is tested in conjunction with
several of the best strategies. This strategy tests the
usefulness of historical basis data in determining when
hedges are to be lifted. Lifting dates are determined with
the use of basis probabilities which show the percent chance
that the basis will narrow.
VIII. Hedge if LFP > BEP + PM (Scale-Up). This strat
egy specifies that different proportions of production, 50
percent, 33 percent, and 25 percent, be hedged when the
localized futures price is greater than or equal to the
breakeven price plus a profit margin. The profit margins
are the same as those used with the general set of strate
gies V. When the hedge is triggered, the producer hedges
the specified proportion of production; the producer then
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continues the search in order to lock in an additional
amount of production at $1.00 per cwt. increments. For ex
ample, if a hedge is triggered at $55 per cwt., using a
scale-up of 33 percent, one third of the production would
be hedged. If the futures price rises to $56 per cwt., an
additional one-third of the production is hedged and the
final one-third of production would be hedged if the futures
price rises to $57 per cwt.
IX. Hedge if the LFP > ISEPF. This strategy speci
fies that a hedge be placed if the localized futures price
is greater than or equal to the Iowa State extension price
forecast (ISEPF). The strategy was evaluated for a sub-
period from 1981 through 1984, which represents a period
when the forecast was available for all of the feeding
periods. Four, three, and two-quarter forecasts were used
as hedging criteria depending on the date during the feeding
period. If the hedge is not triggered, the cattle are fed
out and marketed unhedged. Holt and Brandt (1984) found
that by utilizing price forecasts in a hedging scheme, pro
ducers could increase mean prices received and reduce the
variation of returns for a farrow-to-finish hog operation.
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Strategies T, II, III, IV, and V are also evaluated over the
sub-period of 1981-1984 so that comparisons can be made with
strategy IX.
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CHAPTER V. RESULTS OF THE SELECTIVE MARKETING STRATEGIES
This chapter presents the results of the alternative
marketing strategies that were identified in the previous
chapter. The results will be presented for all of the feed
ing periods combined in order to represent a "continuous**
feeding operation and then the results will be summarized
for the individual feeding periods. The individual feeding
period results will show the potential advantages or disad
vantages of employing the live cattle futures contract in
different ways for the once—a-year feeder.
Results of Alternative Marketing Strategies
Across All Feeding Periods, 1974-1984
Table 5.1 presents the summary statistics for the en
tire period of study for the alternative hedging strategies
under each of the different hedge placing scenarios (place
ment (P), five month (5M), and seven month (7M)). Results
are reported in terms of mean net returns per hundredweight,
the variance of returns, and the percent of time hedges are
placed.
Under the placement scenario, hedging did not occur for
strategies 9 through 15. The 5M and 7M scenarios yielded
Table 5.1. Results of Alternative Hedging Strategies for Cattle being Placed on 
Feed in August, November, February, and May, 1974-1984 
Hedge Mean Net 
Strategy Strategy Placement Returns 
Period ($/cwt.) Number Tested 
l 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
CASH 
ROUTINE 
LFP>CP 
-.91 
-1. 11 
PLACEMENT -.68 
SM -.82 
7M -1. 29 
LFP>CP&BEP PLACEMENT -.92 
5M -.30 
7M -.21 
LFPLBEP-$1 PLACEMENT -.88 
5M .,.., 81 
7M -.68 
LFP2BEP PLACEMENT -.60 
SM -.30 
7M -.40 
LFPLBEP+$1 PLACEMENT -.02 
5M .17 
7M -.06 
LFP>BEP+$2 PLACEMENT -.81 
LFP2BEP+$3 
LFP2BEP+$4 
LFP~BEP+$5 
LFP.?_BEP+$6 
LFPLBEP+$7 
LFP,LBEP+$8 
LFP2_BEP+$9 
5M 
7M 
SM 
7M 
SM 
7M 
5M 
7M 
5M 
7M 
5M & 7M 
SM & 7M 
5M & 7M 
. 18 
. 31 
.03 
.14 
.09 
.4S 
-.53 
-.16 
-.36 
-.17 
-.65 
-.S6 
-.50 
Range 
Low High 
($/cwt.) 
-11.03 
-7.32 
19.54 
6.23 
-11. 0 3 l 0 • 84 
-9.07 6.23 
-10.36 
-11. 03 
-9.58 
-9.58 
-9.78 
-9.S8 
-9.58 
6.89 
10.84 
6.23 
8.62 
10.84 
6.23 
7.52 
-10.74 . 10.84 
-9.58 6.23 
-9.58 8.62 
-10.74 19.54 
-9.58 6.23 
-9.58 7.21 
-11.03 19.54 
-10.76 
-9.72 
7.33 
7.93 
-10.76 7.62 
-9.78 7.62 
-10.76 8.62 
-9.78 8.62 
-11.03 10.83 
-10.76 10.83 
-11.03 11.77 
- 11 . o· 3 11 . 17 
-11.03 11.77 
-11.03 12.82 
-11.03 13.62 
Percent of 
Variance Time Hedges 
($/cwt.) Placed 
49,34 · 
8.12*** 
17.31*** 
11.66*** 
20.73*** 
34.08 
12.79*** 
18.22*** 
19.90*** 
10.78*** 
19.46*** 
29.69** 
11.66*** 
21. 76*** 
39.87 
13.50*** 
19.11*** 
47.23 
19.96*** 
21.84*** 
25.55** 
24.99** 
32.06* 
27.87** 
37.07 
31.52* 
41. 08 
38.63 
44.99 
48.04 
49.99 
0 
100 
59 
93 
98 
20 
70 
75 
55 
82 
86 
30 
82 
82 
18 
70 
73 
7 
61 
66 
so 
57 
45 
52 
32 
36 
30 
32 
20 
16 
11 
*Difference versus the cash strategy significant at the .10 level. 
** Difference versus the cash strategy significant at the .05 level. 
*** Difference versus the cash strategy significant at the .01 level. 
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identical results for strategies 13, 14, and 15. Strategy
results were tested for significant differences versus the
cash strategy results using an F-test for variances and the
Behrens-Fisher statistic for the means. The Behrens-Fisher
statistic was used because variances were not assumed homo
geneous. The cash strategy, which serves as a benchmark in
order to compare the effectiveness of the other strategies,
yielded a mean net return of -$.91 per cwt. and a variance
of $49.34. Returns from the cash strategy ranged from
$11.03 per cwt to $19.54 per cwt. Approximately, 60 percent
of the feeding periods resulted in negative returns, most of
which occurred with first and fourth quarter marketings.
The routine strategy yielded a mean net return of
-$1.11 per cwt, and a variance of $8.12. The fact that the
routine hedging strategy reduced the variance significantly
at the 99 percent level, suggests that the cash and futures
prices are positively correlated. The significant reduction
in the variation of returns was accompanied by a loss of
$.20 per cwt. on mean returns. Returns from the routine
hedge strategy ranged from -$7.32 per cwt. to $6.23 per cwt.
Twenty-three periods of the 44 total showed improved returns
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with the routine strategy versus the cash strategy. Approx
imately, 68 percent of the feeding periods produced negative
returns with the routine strategy. Whether the routine
strategy is superior to the cash marketing alternative for
the cattle feeder is uncertain. This is because the strat
egy yielded ambiguous results even though the variance was
significantly reduced.
The following discussion presents the results of selec
tive hedging strategies. Rather than explain the results of
all of the alternative hedging strategies, this presentation
will highlight the effects of hedging in general and in more
detail when pertaining to the specific superior strategies.
As shown in Table 5.1, all of the strategies that required
hedging only at placement, if at all, yielded lower vari
ances (often significantly lower) and equal or increased
returns (although not significantly greater) versus the cash
strategy. Strategies utilizing the breakeven price plus a
profit margin for the placement scenario were tested only up
to the $2.00 per cwt. profit margin level. This is due to
the fact that greater profit margins resulted in the elimi
nation of hedging opportunities. Strategies 3 and 5 pro-
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duced slightly lower losses and significantly reduced vari
ances of return, $17.31 and $19.90, respectively, as com
pared to the cash strategy. Strategies 3 and 5 employed the
live cattle futures contract 59 and 55 percent of the time,
respectively. Strategy 7 resulted in hedging using the
futures market IB percent of the time and resulted in the
operation approximately breaking even, with the best mean
net return for the placement strategies of -$.02 per cwt.,
while reducing the variance of returns, although not signif
icantly.
By increasing the search period to include the first
five months of the feeding period (scenario 2), increases in
returns were obtainable at lower levels of variation, versus
hedging strategies at placement and the cash strategy.
Strategies 3, 4, 5, 6, 7, and 8 produced significantly
superior results at the 99 percent level, in terms of the
variance versus the cash strategy. Strategies 9 and 10 also
yielded superior mean returns results with significantly
reduced variances at the 95 percent and 90 percent level,
respectively. Strategies 7, 8, 9, and 10 produced positive
mean net returns ranging from $.03 per cwt. to $.18 per cwt.
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Strategy 7 utilized the live cattle futures contract 70
percent of the time and yielded a profit of $.17 per cwt.
and a variance of $13.50. Annual mean returns per cwt. with
strategy 7 ranged from —$9.58 to $6.23. Feeding periods for
strategy 7 for which there was a positive profit returned a
profit averaging $2.44 per cwt. Forty-three percent of the
feeding period returns improved versus cash returns, of
which sixty-three percent previously showing losses were
converted to profitable feeding periods. Thirty percent of
the feeding period returns remained unchanged with twenty
percent yielding losses. Twenty-seven percent of the feed
ing periods' mean returns decreased, however, only three
changed from positive to negative returns. Of the feeding
periods employing the futures market for strategy 7, approx
imately 70 percent were hedged within the first month of
feeding and 87 percent by the end of the second month.
Under the third scenario, strategies 4 through 15
yielded improved mean returns per cwt. and strategies 3
through 14 reduced the variation of returns versus the cash
strategy. Strategy 4, 5, 6, 7, and 8 yielded significantly
superior results, in terms of the variance of returns at the
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99 percent level. Strategies 8, 9 and 10 yielded positive
mean returns of $.31, $.14 and $.45 per cwt., respectively.
Strategies 9 and 10 significantly reduced the variance at
the 95 percent level. Strategy 10 produced the highest mean
returns of $.45 per cwt. for all of the strategies tested.
Assuming the producer is risk averse and wishes to pro
duce at a profit, strategy 8 will be examined in more detail
versus strategy 10 which yielded a higher variance and a
higher return. Strategy 8 yielded a profit of $.31 per cwt.
and significantly reduced the variance of returns at the 99
percent level, while employing the futures market 66 percent
of the time. Annual mean returns per cwt. ranged from
-$9.72 to $7.93. Sixty-six percent of the feeding periods
showed a positive return averaging $3.08 per cwt. Eighteen
C41t) feeding period returns were improved versus the cash
strategy, twelve of which (67^) were converted from negative
to positive returns. Profits of eleven feeding periods
(25%) were decreased, however, only one (2%) was converted
to a negative return. Fifteen feeding periods (34^) did not
utilize the live cattle contract. Forty-five percent of the
feeding periods employing the futures market for strategy 8
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were hedged within the first month of the planning period.
By the time cattle were placed on feed, 62 percent of the
feeding periods employing the live cattle futures contract
were hedged.
Results by Feeding Period, 1974-1984
Tables 5.2, 5.3, 5.4, and 5.5 present the results of
the cash and routine strategies versus alternative selective
hedging strategies by feeding period. During the eleven-
year period, 1974 through 1984, cash marketing of finished
cattle in February, as shown in Table 5.2, resulted in a
mean return per cwt. of -$3.07 and a variance of $45.00.
Returns from the cash strategy ranged from -$11.03 per cwt.
to $8.00 per cwt. Negative net returns for the feeding
period occurred 73 percent of the time with the cash strat
egy and, in those cases, the average loss was $6.23 per cwt.
By implementing a routine hedging strategy, the producer
could have significantly reduced the variance of returns by
82 percent and decreased losses by $1.27 per cwt. This re
sult is in contrast to some previous studies that showed
routine hedging strategies consistently produced lower vari-
Table 5.2. Results of Alternative Hedging Strategies for Cattle Sold in 
February, 1974-1984 
Hedge Mean Net 
Strategy Strategy Placement Returns 
Period ($/cwt.) Number Tested 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
CASH 
ROUTINE 
-3.07 
-1. 80 
LFP~CP PLACEMENT -1.95 
5M -1. 27 
7M -2.93 
LFP~CP&BEP PLACEMENT -1.90 
5M -.58 
7M -1. 49 
LFP2BEP-$1 PLACEMENT -1.38 
LFP.2,BEP 
5M 
7M 
-.7S 
-1. 47 
PLACEMENT -.78 
SM -.31 
7M -1. 54 
LFPlBEP+$1 PLACEMENT -1.03 
LFP~BEP+$2 
LFP~BEP+$3 
LFP~BEP+$4 
LFP~BEP+$S 
LFPlBEP+$6 
LFP>BEP+$7 -
SM 
7M 
-.01 
-.99 
PLACEMENT -3.07 
SM -.55 
7M -.74 
5M -.51 
7M -.48 
5M -1. 40 
7M -.04 
5M -2.78 
7M -1.13 
5M -2.52 
7M -1. 75 
5M &. 7M -3.07 
Range 
Low High 
($/cwt.) 
-11.03 8.00 
-7.32 2.57 
-11.03 5.95 
-7.32 6.02 
-10.36 4.S7 
-11.03 8.00 
-8.04 6.02 
-8.04 4.57 
-8.04 2.57 
-8.04 2.57 
-9.29 4.57 
-10.74 . 8.00 
-8.04 2.S7 
-8.04 4.S7 
-10.74 8.00 
-8.04 2.89 
-8.04 5.47 
-11.03 
-10.76 
-8.04 
-10.76 
-8.04 
-10.76 
-8.04 
-11.03 
-10.76 
-11. 0'3 
8.QO 
4.02 
4.02 
6.02 
6.02 
6.02 
6.02 
5.21 
5.21 
6.15 
-11.03 6.15 
-11.03 8.00 
Percent of 
Variance Time Hedges 
($/cwt.) Placed 
45.00 
7.98*** 
21. 97 
13.27** 
23.17 
40.28 
13.07** 
15.lS* 
9.93** 
8.53*** 
15.94* 
32.28 
8.67*** 
19.17* 
31. 13 
9.24*** 
18.34* 
45.00 
21.84 
17.26* 
26.88 
20.09* 
37.58 
20.49 
42.21 
26.70 
46.63 
39.23 
45.00 
0 
100 
45 
82 
91 
9 
64 
64 
64 
82 
91 
27 
82 
82 
18 
73 
73 
0 
64 
73 
5S 
64 
45 
64 
27 
4S 
27 
36 
0 
*Difference versus the cash strategy significant at the .10 level. 
** Difference versus the cash strategy significant at the .05 level. 
*** Difference versus the cash strategy significant at the .01 level. 
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ance but at the expense of returns.
Under the placement strategy scenario, the producer
could have reduced losses incurred for February cash market
ings and reduced the variance of returns with strategies 3
through 7. Strategy 5 produced the only significant reduc
tion (78 percent) in the variability of returns and reduced
mean net losses by $1.69 per cwt. Hedging with this strat
egy would have occurred 64 percent of the time. Five of the
11 years showed improvement in the returns per cwt. with
this strategy, two of which converted returns from negative
to pos i t ive.
By increasing the hedging search period to include the
first five months of feeding, the second scenario, substan
tial gains were made in reducing the amount of loss per cwt.
and, at the same time, significantly reducing the variance
of returns. Strategies 3 through 11 were superior to cash
in that they reduced losses and variances, but only strate
gies 3 through 7 produced significantly lower variances of
returns. With strategies 5, 6, and 7, the percentage of
lots fed in February that were hedged was 82, 82, and 73
percent, respectively. By using the breakeven price plus a
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profit margin of $1.00 per cwt. (strategy 7), the producer
could have covered approximately all costs during the August-
February feeding period. This strategy improved returns,
versus the cash strategy, during 6 of the 11 feeding periods
and, in those 6 years yielded an average profit of $1.07 per
cwt. The returns for 2 feeding periods were decreased by
hedging with this strategy while returns for the remaining 3
feeding periods were unaffected.
The results of adding a 2-month planning period prior
to placement along with a 5-month search period after place
ment (scenario 3) improved returns or decreased losses and
significantly reduced variance, versus the cash strategy
although not as great as with strategies under scenario 2.
Strategies 4 through 9 produced significantly lower vari
ances and reduced the amount of losses per cwt. from 50 to
84 percent versus the cash strategy. Strategy 10 produced
the lowest losses of -$.04 per cwt. and reduced the variance
by more than 50 percent, although not significant at the 90
percent level.
Table 5.3 shows the results of alternative methods of
marketing cattle in May. The cash strategy produced the
Table 5.3. Results of Alternative Hedging Strategies for Cattle Sold in 
May, 1974-1984 
-------------------------------------------------------------------------------
Hedge Mean Net 
Strategy Strategy Placement Returns 
Period ($/cwt.) Number Tested 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
CASH 
ROUTINE 
LFP>CP 
3.87 
.00 
PLACEMENT 1.89 
5M 
7M 
.83 
1. 22 
LFP2CP&BEP PLACEMENT 2.28 
5M 1. 23 
7M 1. 79 
LFP2BEP-$1 PLACEMENT 1.41 
5M . 64 
7M 1. 53 
PLACEMENT 2.28 
5M 1. 12 
7M 1.94 
LFP2BEP+$1 PLACEMENT 4.51 
5M 2.27 
7M 2.38 
LFP2BEP+$2 PLACEMENT 3.87 
LFPL,BEP+$3 
LFP~BEP+$4 
LFPL,BEP+$5 
J,FPl_BEP+$6 
LFP.2,BEP+$7 
LFP2_BEP+$8 
LFP~BEP+$9 
SM 2.82 
7M 
5M 
7M 
5M 
7M 
5M 
7M 
5M & 7M 
5M & 7M 
5M & 7M 
5M & 7M 
2.76 
3.40 
3.19 
4. 16 
3.87 
3.98 
3.79 
3.79 
2.93 
2.90 
3.20 
Range 
Low High 
($/cwt.) 
Percent of 
Variance Time Hedges 
($/cwt) Placed 
-9.01 19.54 
-6.02 6.23 
-3.76 10.84 
-3.76 
-2.14 
-9.01 
-2.41 
-2.14 
-9.01 
-3.53 
-1. 62 
6.23 
6.68 
10.84 
6.23 
6.68 
10.84 
6.23 
7.21 
-9.01 ·10.84 
-3.27 6.23 
-1.62 7.21 
-9.01 
-2.14 
-1. 02 
-9.01 
.24 
.14 
.38 
.38 
.38 
.38 
19.54 
6.23 
7.21 
19.54 
6.23 
7.93 
6.97 
6.97 
8.42 
8.42 
70.14 
14.39*** 
17.36** 
9.50*** 
6.75*** 
27.89* 
8.32*** 
8.83*** 
25.80* 
9.97*** 
9.20*** 
27.89* 
9.20*** 
9.54*** 
51. 91 
6.47*** 
8.15*** 
61. 73 
4.87*** 
6.77*** 
5.78*** 
5.68*** 
7.21*** 
7.43*** 
-5.91 10.83 21.40** 
-5.91 10.83 20.68** 
-5.91 10.83 27.91* 
-9.bl 10.83 46.20 
-9.01 11.87 47.90 
-9.01 12.97 52.62 
0 
100 
82 
100 
100 
55 
100 
100 
73 
100 
100 
55 
100 
100 
36 
82 
91 
18 
73 
82 
73 
73 
73 
73 
55 
55 
45 
36 
27 
18 
*Difference versus the cash strategy significant at the .10 level. 
** Difference versus the cash strategy significant at the .05 level. 
*** Difference versus the cash strategy significant at the .01 level. 
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highest variance of $70.14 and highest mean net return of
$3.87 per cwt. in this period when compared to the cash
strategy for the other 3 feeding periods, which is due
primarily to the seasonality in feeder and finished cattle
prices. For the eleven-year period of study, during the
November-May period, the producer paid an average of $55.94
per cwt. for 650 lb. feeders, which was the lowest of the
four feeding periods, and received an average of $58.66 per
cwt. for fed cattle, which was the highest of the four
periods. Losses occurred only three times during the
November-May feeding period and, in those years, the loss
averaged $5.94 per cwt. Profits ranged from $.38 per cwt.
to $19.54 per cwt. with this strategy and for the other
eight feeding periods averaged $7.56 per cwt.
By utilizing the routine hedging strategy, the pro
ducer would sacrifice profits of $3.87 per cwt. in return
for a significantly reduced (79 percent) variance of $14.39.
Routine hedging during the November-May feeding period also
produced similar results for the profitable periods (with
cash). Routine hedging reduced the profits in all 8 of the
profitable feeding periods, half of which were converted to
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losses. For example, in 1979 a return of $19.54 per cwt.
was converted to a loss of $.21 per cwt. The other three
feeding periods, resulting in an average loss of $5.91 per
cwt. for the cash strategy, yielded an average return of
$.17 per cwt. by routinely hedging.
The producer employing the live cattle futures contract
using different hedging criterion during the November-May
feeding period under the placement scenario would have
hedged between 18 and 82 percent of the time, resulting in
significant reductions in the variability of returns as well
as lower average positive returns for strategies 3, 4, 5,
and 6. Strategy 3 produced a significant reduction in the
variance at the 95 percent level, while strategies 4, 5, and
6 produced a significant reduction in the variance at the 90
percent level. Although profits were obtained by using
strategies 3, 4, 5, and 6, none were greater than those for
the cash strategy making these strategies ambiguous. Strat
egy 7 resulted in hedging 36 percent of the time, and pro
duced the highest returns of $4.51 per cwt. and a variance
of $51.91 making it the only strategy superior to cash under
the placement scenario for cattle sold in May.
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The five-month scenario had a positive impact on the re
turns and a significant decreasing effect on the variance of
returns. Positive average returns occurred with all of the
strategies, the highest being $4.16 per cwt. using strategy
10. Strategies 2 through 10 also produced a significant re
duction in the variance of returns at the 99 percent level.
By utilizing strategy 10, the producer could have received
positive returns in every November-May feeding period, rang
ing from $.38 to $8.42 per cwt. Hedging did not occur in 3
of the 11 feeding periods with this strategy. Strategy 11
also yielded a return greater than the cash strategy, $3.98
per cwt., and a significantly reduced variance at the 95 per
cent level by hedging 55 percent of the time.
By increasing the search period to 7 months (2 months
before and 5 months after placement), scenario 3, it was
found that significant decreases in the variance were ob
tained versus the cash strategy however, returns were not
greater. Strategy 10, produced the best results, with re
turns equaling that of the cash strategy, $3.87 per cwt.,
and the variance being significantly reduced f89 percent
reduction). As with the 5~month scenario, positive returns
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were obtained in every feeding period for strategy 10 and
ranged from $.38 to $8.42 per cwt.
Feeding during the February-August period, Table 5.4,
proved to be a marginal proposition for Iowa feeders over
the Il-year period of study. The cash strategy resulted in
an average loss of -$.53 per cwt. with a variance of $38.71.
Cash strategy returns ranged from -$9.78 per cwt. to $10.17
per cwt. Six feeding periods resulted in losses for the
cash strategy averaging $5.01 per cwt. By routinely hedging,
the producer would have significantly reduced the variability
of returns from $38.71 to $3.34 and approximately cut losses
in half.
Selective hedging strategies under the placement scen
ario improved both returns and variance in relation to the
cash strategy. Strategies 3 through 7 produced improved re
turns with strategy 3 yielding the highest return of $.08
per cwt. Strategy 3 was the only strategy for the placement
scenario to significantly reduce the variability of returns
by hedging 82 percent of the time. Therefore, strategy 3
proved to be the best strategy in terms of both mean net
return and variance of returns.
Table 5.4. Results of Alternative Hedging Strategies for Cattle Sold in 
August, 1974-1984 
Strategy Strategy 
Number Tested 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
lS 
CASH 
ROUTINE 
LFP>CP 
LFPL,CP&BEP 
LFP2.BEP-$1 
LFP>BEP 
LFP~BEP+$1 
LFP2BEP+$2 
LFP_?BEP+$3 
LFP~BEP+$4 
LFP~BEP+$S 
LFP2_BEP+$6 
LFP.?_BEP+$7 
LFP~BEP+$8 
LFP2BEP+$9 
Hedge Mean Net 
Placement Returns 
Period ($/cwt.) 
PLACEMENT 
SM 
7M 
PLACEMENT 
5M 
7M 
PLACEMENT 
5M 
7M 
PLACEMENT 
SM 
7M 
PLACEMENT 
5M 
7M 
PLACEMENT 
5M 
7M 
5M 
7M 
5M 
7M 
5M & 7M 
5M & 7M 
5M & 7M 
5M & 7M 
5M & 7M 
-.53 
-.28 
.08 
.08 
-.63 
-.13 
.61 
.25 
-.48 
-.31 
-.42 
-.47 
.42 
-.02 
-.12 
.89 
.42 
-.12 
1. 53 
1. 43 
. 17 
.35 
.23 
.25 
.61 
1. 08 
1. 32 
1. 86 
1. 78 
Range 
Low High 
($/cwt.) 
Percent of 
Variance Time Hedges 
($/cwt/) Placed 
-9.78 10.17 38.71 
3.34*** -3.58 2.42 
-3.58 
-3.58 
-7.73 
-9.78 
-5.83 
-5.83 
-9.78 
-5.83 
-5.83 
-9.78 
-5.83 
-5.83 
-9.78 
-5.83 
-5.83 
-9.78 
-5.83 
-5.83 
-9.78 
-9.78 
-9.78 
-9.78 
-9.78 
-9. 78 
-9.78 
-9.78 
-9.78 
4.72 
4.72 
6.89 
10.17 
5. 17 
8.62 
10.17 
3.92 
7.52 
10.17 
5.17 
8.62 
10.17 
5.57 
5.89 
10.17 
7.17 
5.55*** 
5.55*** 
23.15 
37.56 
8.76** 
21. 01 
24.27 
6.64*** 
21. 28 
35.21 
7.22*** 
22.15 
37.58 
8.04** 
14.74* 
37.58 
9.82** 
7.17 15.17* 
7.57 25.60 
7.57 29.61 
8.62 30.40 
8.62 32.88 
10.04 35.86 
11.77 43.08 
11.77 46.83 
12.82 56.79 
13.62 58.49 
0 
100 
82 
82 
100 
18 
73 
91 
64 
91 
91 
27 
91 
91 
9 
82 
82 
9 
82 
82 
45 
64 
36 
45 
36 
36 
36 
36 
27 
*Difference versus the cash strategy significant at the .10 level. 
** Difference versus the cash strategy significant at the .05 level. 
*** Difference versus the cas h strategy significant at the .01 level. 
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By extending the search period to include the first
five months of the feeding period, substantial gains versus
the cash strategy were made in both mean returns and vari
ance of returns. Strategies 3 through 15 all produced
superior returns to cash ranging from -$.31 per cwt. to
$1.86 per cwt. Strategies 3, 5, and 6 reduced the variabil
ity of returns at the 99 percent level. Strategies 4, 7,
and 8 reduced the variability of returns at the 95 percent
level. By hedging 82 percent of the time, strategy 8
yielded a mean return of $1.53 per cwt., and a variance of
$9.82. Strategy 8 converted all returns that were negative,
except for one, to positive.
Strategies with the 2—month pre—placement planning per
iod, scenario 3, improved returns and variances although not
to the extent of the strategies under the second scenaiio.
Improved average returns versus cash occurred for strategies
4 through 15 ranging from -$.42 per cwt. to $1.86 per cwt.
By hedging 82 percent of the time, strategies 7 and 8 pro
duced the only significant reduction in the variability of
returns. Strategy 8 is considered the most superior due to
its significant variance reduction and the highest resulting
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mean net return of $1.43 per cwt. Nine of 11 of the feeding
periods showed a profit with strategy 8, averaging $2.89 per
cwt. in those periods. Strategies 11 through 15 produced
the sane result for both scenarios 2 and 3 meaning that
these strategies did not trigger any pre-placement hedges.
Strategy 14 produced the highest profit of $1.86 per cwt.
but a high variance of $56.79. Using an $8 per cwt. profit
margin improved returns in three profitable feeding periods
versus cash while profits in the rest of the periods remained
unchanged.
The May-November feeding period as reported in Table
5.5 proved to be both frustrating and perplexing in terms
of return for the Iowa cattle feeder. The greatest average
cash loss occurred during this feeding period, -$3.92 per
cwt. Losses occurred in 9 of the 11 feeding periods and
averaged -$5.36 per cwt. for those periods. This was pri
marily due to this feeding period having the highest average
price paid for feeder cattle, $58.68 per cwt., and the
second lowest average price received for finished cattle,
$52.43, during the eleven-year period. Routine hedging
improved mean net returns by more than $1.50 per cwt. to
Table 5.5. Results of Alternative Hedging Strategies for Cattle Sold in 
November, 1974-1984 
-------------------------------------------------------------------------~-----
Strategy Strategy 
Number Tested 
Hedge Mean Net 
Placement Return 
Period ($/cwt.) 
Range 
Low High 
($/cwt.) 
Percent of 
Variance Time Hedges 
($/cwt.) Placed 
---------------------------~---·-------------------------------~----------------
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
CASH 
ROUTINE 
LFP~CP 
LFPzCP&BEP 
LFP~BRP-$1 
LFP_lBEP 
LFP2.BEP+$1 
LFPLBEP+$2 
LFP?_BEP+$3 
LFP.?.BEP+$4 
LFPLBEP+$5 
LFP2,BEP+$6 
LFP_?.BEP+$7 
LFP~BEP+$8 
PLACEMENT 
SM 
7M 
PLACEMENT 
5M 
7M 
PLACEMENT 
5M 
7M 
PLACEMENT 
5M 
7M 
PLACEMENT 
5M 
7M 
PLACEMENT 
5M 
7M 
5M 
7M 
5M 
7M 
5M & 7M 
SM & 7M 
5M & '?M 
5M & 7M 
-3.92 
-2.37 
-2.72 
-2.91 
-2.82 
-3.92 
-2.45 
-1. 40 
-3.07 
-2.82 
-2.38 
-3.43 
..,.2. 42 
-1. 98 
-3.43 
-2.46 
-2.05 
-3.92 
-3 . 07 
-2.21 
-2 . 92 
-2.48 
-2.63 
-2.28 
-3.91 
-3.79 
- 3.79 
-3.92 
-9.72 
-5.93 
-9.72 
-9.07 
-9.07 
-9.72 
-9.58 
-9.58 
-9.58 
-9.58 
3.12 
-.02 
3.12 
3.12 
6.40 
3.12 
3.12 
6.40 
3.12 
3.57 
.:..9,58 6.40 
-9.58 
-9.58 
-9.58 
-9.58 
-9.58 
- 9.58 
-9.72 
-9.72 
- 9.72 
-9.72 
-9.72 
-9.72 
-9.72 
-9.72 
-9.72 
--9.72 
-9.72 
3.12 
4.77 
6.40 
3.12 
5.62 
6.40 
3.12 
7 . 33 
7.35 
7.62 
7.62 
8.62 
8.62 
3.12 
3.47 
3.47 
3.12 
17.88 
4.79** 
15.29 
12.92 
23.16 
17.88 
16.18 
25.38 
14.07 
14.21 
27.92 . 
14.27 
17.31 
32•36 · 
14.27 
21. 26 
28.81 
17.88 
27.42 
38.52 
29.21 
33.82 
33.79 
37.69 
17.94 
19.77 
19.77 
17. 88 
*Differe nce versus the cash s tra t e gy significant at the .10 level. 
** Difference versus the cash strate g y significant at the .05 level. 
*** Difference versus the cash strategy significant at the .01 level. 
0 
100 
27 
82 
91 
0 
45 
45 
18 
55 
64 
9 
55 
55 
9 
45 
45 
0 
27 
27 
27 
27 
27 
27 
9 
9 
0 
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-$2.37 per cwt. and produced the only significant reduction
in the variance, as compared to the other strategies tested
under the three scenarios.
Strategies tested under the placement scenario resulted
In infrequent hedging, with hedges only being placed from 9
to 27 percent of the time. Strategies 3, 5, 6, and 7 reduced
the amount of losses per cwt. and reduced the variance of
returns although not significantly. Strategies 6 and 7
yielded the same results, with hedging occurring in only one
of the feeding periods during the eleven years of the study.
Hedges were placed 27 percent of the time with strategy 3,
which lowered the amount of losses per cwt. to -$2.72 and
reduced, although not significantly, the variance of returns
to $15.29. Average mean net returns for periods employing
the futures market with strategy 3 improved from -$5.87 to
-$1.48 per cwt.
Slight improvements versus cash could have been made,
in terms of mean net returns, under the second scenario by
hedging between 9 and 82 percent of the time. Although
significant reductions in the variance of returns were not
obtained, strategies 3 through 6 yielded superior results.
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Strategy 6 produced the lowest losses, -$2.42 per cwt. by
hedging 55 percent of the time, while strategy 3 produced
the lowest variance of returns, $12.92 by hedging 82 percent
of the time. Surprisingly, none of the selective hedging
strategies yielded returns greater than that of the routine
strategy, -$2.37 per cwt. By employing strategy 6, returns
in five of the six feeding periods showed improvement versus
cash, four of which resulted in returns being converted from
negative to positive.
The addition of the two—month planning period, scenario
3, had a positive impact on mean net returns but at the
expense of increased (although not significant) variance of
returns. Strategy 4 reduced the amount of loss by $2.52 per
cwt. and had a variance of $25.38 by hedging 45 percent of
the time. All five periods placing hedges with this strategy
showed improvement versus cash with average returns changing
from -$4.14 per cwt. to $1.40 per cwt. Strategy 6 also
showed marked improvement by reducing the amount of loss by
$1.94 per cwt. but increased the variance of returns to
$32.36. Five of the six periods employing the December fu
tures contract with Strategy 6 produced greater average re-
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turns versus cash ranging from -$3.77 per cwt. to a profit
of $1.77 per cwt. Returns for one feeding period deterio
rated from -$2.82 per cwt. with cash to -$5.13 per cwt. with
this strategy.
As previously shown in Table 5.1, a producer employing
the use of a single hedging strategy across all feeding per
iods during the eleven-year period of study could have re
ceived, at best, a profit of $.45 per cwt. with a variance
of $27.87 under the third scenario and a profit of $.18 per
cwt. with a variance of $19.96 under the second scenario.
By examining the results of the strategies for the individual
feeding periods, it is discovered that the most superior
results do not occur using the same strategies within the
year. Therefore, the producer may want to adjust market
ing strategies accordingly. For example, by incorporating
the best of most superior intrayear strategies under the
second scenario, February (LFP>BEP +$1), May (LFP>BEP+$4),
August CI'FP2BEP+$2 ) , and November (Routine), the producer
could have substantially improved returns to $.83 per cwt.,
with a significantly reduced variance at the 99 percent
level of $12.99, by hedging 70 percent of the time over the
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11-year period of study. Similar results could have been
obtained under the third scenario, however, profits would
not have been as great and variances as low as those under
the second scenario.
Results of Employing a Lift Strategy
One aspect of hedging, that most previous studies have
failed to address, is the incorporation of a hedge-lifting
procedure. It is usually assumed that hedges, once placed,
are lifted at pre-determined times. This system negates the
possibility of simulating the results of holding cattle
longer or selling cattle sooner than planned at the time of
placement. By comparing historical probabilities of basis
levels during the four feeding periods, a producer can delay
the marketing of cattle if the probability of the current
basis narrowing is very high. Tables 5.6 and 5.7 show rela-
vant basis data and probabilities asssociated with different
levels of basis for the four feeding periods. This ai'so
gives the producer a means of measuring the chances that,
if the basis is below a certain level, it will not narrow
further which suggests that the producer should not wait for
the basis to narrow to lift a hedge. For example, assume a
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Table 5.6. Interior Iowa Choice Steer Basis, (1969-1984)
Period Contract Mean Basis
Basis Range
Low High
($/cwt.) ($/cwt . )
2/1-2/15 February .86 -1.30^ to 3.17
5/1-5/15 June .45 -4.00 to 3.80
8/1-8/15 Augus t . 56 -3.60 to 4.65
11/1-11/15 December 1.71 -2.70 to 5.47
3 Negative values indicate that the
greater than the futures price.
cash price is
Table 5.7. Basis Probabilities Used in
Timing for Lifting Hedges
Determining the
Period
$3/cwt. $2/cwt
or or
Less Less
. $l/cwt. Zero
or or
Less Less
$-l/cwt.
or
Less
$-2/cwt.
or
Less
2/1-2/15 99 92 58 13 1 0
5/1-5/15 94 84 63 45 17 4
8/1-8/15 98 92 65 29 11 2
11/1-11/15 80 62 28 13 3 1
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producer planning to market cattle in February hedges using
the February contract. If on the first day of February the
basis is $3.00 per cwt. the producer knows by using Table
5.7 that there is a 99 percent chance that the basis will
narrow. Therefore, the producer would delay lifting the
hedge if possible, expecting it to narrow.
In order to demonstrate the effectiveness of such a
strategy, four strategies were tested. Probabilities used
in determining whether or not to delay the lifting of hedges
were as follows for the February, May, August, and November
marketing periods, 58 percent, 63 percent, 65 percent, and
62 percent, respectively. Producers were allowed to search
for a narrower basis for a period ranging from 1-15 days, as
specified in Table 5.7 if the basis on the first of the
marketing month was greater than $1.00 per cwt. (except for
November when a $2.00 per cwt. figure was used). The four
strategies tested across all feeding periods were, (1) rou
tine hedging, (2) a combination of the best individual feed
ing period strategies, (3) strategy 8 in Table 5.1, utilizing
the breakeven price plus a $2.00 per cwt. profit margin,
under the five-month scenario, and (4) strategy 8 under the
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seven-month scenario. Strategy 2 combined the use of the
following individual feeding period strategies under the
five-month scenerio: February (LFP > BE? + $1), May (LFP >
BEP + $4), August (LFP > BEP + $2), and November (Routine).
Table 5.8. Results of employing a lift strategy
Strategy Previous Lift Strategy Periods
Number Strategy Mean Variance Mean Variance Delayed
C$/cwt.) C$/cwt.) (percent)
1 Cash -.91 49.34 -.91 49.34 0
2 Routine 1.11 8. 12 -.70 8.28 30
Feb. (LFP>BEP+$1)
3 May (LFP>_BEP+$4) . 83 12.99 1. 19 13.67 27
Aug. (LFP>BEP+$2)
Nov . (Routine)
4 LFP>BEP+$2
5M . 18 19. 96 .52 21. 38 20
7M .31 21.84 .65 23.37 20
As shown in Table 5.8, the use of the lifting strategy
increased the amount of return without substantially in
creasing the variance of returns. The lift strategy delayed
the lifting of hedges 30 percent of the time for the routine
strategy, which resulted in the reduction of losses by $.41
per cwt. In the same manner, the lifting of 27 percent of
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the combined strategy hedges were delayed by the use of the
lift strategy, resulting in an increase in gross returns of
$.36 per cwt. (the mean net returns would be less by the
amount of the extra costs incurred due to delaying the mar
ketings). Similar results were found for strategy 4 (20
percent of the lifts were delayed), as evidenced by the
resulting mean net returns and variances.
Results of Scale-Up Strategies, 1974-1984
This section presents the results of utilizing a scale-
up marketing procedure. The procedure stipulates that only
a portion of the lots be hedged when the futures price first
meets or exceeds the triggering criteria of the strategies
(or when the hedge is placed in the case of the routine
hedge). An additional equal portion is hedged for each
successive $1.00 per cwt. increase in the relevant futures
price. Only strategies utilizing the breakeven price and
the routine strategy were tested with the scale—up procedure
versus that of the cash strategy. Different scale-up
schemes were tested versus that of hedging 100 percent of
production as previously done. The strategies were tested
using the scale-up hedging schemes of 50, 33, and 25 percent
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of production in $1.00 per cwt. increments for both the
five—and seven month scenarios.
Table 5.9 shows the results of the use of the differ
ent scale-up procedures with previously defined strategies
over the eleven-year study period, 1974-1984. Improved re
turns versus the cash strategy were obtained by utilizing
the scale-up procedure for all hedging strategies. Strate
gies 2, 3, and 4 produced improved returns or decreased
losses by generally decreasing the amount of production
hedged when triggered. For example, by decreasing the
amount initially hedged from 100 to 25 percent, for strat
egy 2 (routine), the amount of loss was reduced from -$1. 11
per cwt. to -$.60 per cwt. Strategy 5 yielded a return of
$.17 per cwt, without the use of the scale-up scheme. By
employing the scale-up, profits were more than doubled by
hedging 50 and 33 percent of production, while maintaining
significantly reduced levels of variability versus the cash
strategy. By increasing the required profit margin above
$4.00 per cwt., the results deteriorate in terms of effec
tively producing profits at significantly lower variances.
Under the 5-month scenario, the 50 percent scale-up proce-
• 
Table 5.9. Results of Alternative Scale-up Hedging Strategies for Cattle 
Sold in February, May, August, and November, 1974-1984 
Strategy Strategy 
Number Tested 
Hedge 
Placement 
Period 
Mean Net Returns 
($/cwt.) 
Variance 
($/cwt.) 
-------------------------~---------~--------------------------~-~--------------
l CASH 
2 ROUTINE 
3 LFP2BEP - $1 
4 1FP2.BEP 
5 LFP2.BEP+$1 
6 LFP~BEP+$2 
7 " LFP2BEP+$3 
8 LFP~BEP+$4 
9 LFP2BEP+$5 
-.91 49.34 
PERCENT OF PRODUCTION 
HEDGED IN > $1/CWT. INCREMENTS 
100 
5M -1.11 
(8.12)*** 
5M -.81 
(10.78)*** 
7M -.68 
(19.46)*** 
5M -.30 
(11.66)*** 
7M. - -.40 
(21.76)*** 
5M . 17 
(13.50)*** 
7M -.06 
(19.11)*** 
5M . 18 
(19.96)*** 
7M .31 
(21.34)* * * 
5M . 03 
(25.55)** 
7M .14 
(24.99)** 
SM • 09 
(32.06)* 
7M . 45 
(27.87)** 
5M -.53 
(37.07) 
7M -.16 
(31.52)* 
50 
-.87 
(8.87)*** 
-.58 
(12.75)*** 
-.59 
(17.52)*** 
- . 16 
( 14. 16) *·* * 
-.36 
(20.14)*** 
. 31 
(16.13)*** 
-.03 
(19.09)*** 
.20 
(22.08)*** 
.18 
(22.06)*** 
.06 
(27.40)** 
.19 
(24.93)** 
-.26 
(32.04)* 
.00 
(26.27)** 
- . 68 
(38.08) 
-.30 
(32.21)* 
33 
-.65 
(11.24)*** 
-.29 
(15.09)*** 
. - . 41 
(17.61)*** 
-.05 
(16.99)*** 
-.33 
(19.45)*** 
.32 
(18.82)*** 
-.05 
(19.33)*** 
-.05 
_(23 . 68)** 
-.10 
(21.87)*** 
-.22 
(27.87)** 
-.08 
(23.89)** 
-.41 
(34.11) 
-.18 
(27.70)** 
-.66 
(40.18) 
-.35 
(34.59) 
25 
-.60 
(12.46)*** 
-.31 
(16.54)*** 
-.26 
(17.94)*** 
-.08 
(19.02)*** 
-.16 
(20.17)*** 
.06 
(20.29)*** 
-.10 
(20.24)*** 
-.28 
(25.35)** 
-.25 
(22.68)*** 
0.34 
(30.09)* 
- . 18 
(25.13)** 
-.46 
(36.39) 
-.20 
(29.87)* 
-.63 
(42.18) 
-.33 
(36.87) 
---- ------ -------- - ----------------- --- ----- - - --------- ---- ----------------- ---
Th e me an ne t return p e r h u ndr edwei g h t ar e given aa the t6p number with 
the variance in parentheses. 
* Difference ve r sus the cash strategy significant at the .10 level. 
** Difference versus the cash strategy significant at the .05 level. 
*** Difference versus the cash strategy significant at the .01 level. 
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dure generated higher returns than the 100 percent hedging
procedure for strategies 2 through 7. Under the 7-iBonth
scenario, strategies 3, 4, 5, and 7 yielded higher returns
using the 50 percent scale-up procedure versus the 100 per
cent hedging procedure. The 33 percent scale—up procedure
resulted in the routine strategy, strategies 3, and 4,
(under both the 5~-month and 7-month scenarios), and strategy
5 (under the 5-raonth scenario) yielding higher returns
versus the 50 percent scale-up procedure. The 25 percent
scale-up procedure improved returns for strategies 2, and 7
(under the 5-inonth scenario) and strategies 3, and 4 (under
the 7-inonth scenario) versus results of the 33 percent
scale-up. For example, strategy 7 (under the 5-month
scenario) yielded a loss of -$.22 per cwt. for the 33 per
cent scale—up and $.34 per cwt. for the 25 percent scale—up.
The scale-up schemes used during the August-February
feeding period, Table 5.10, produced improved returns versus
the cash strategy except strategy 9 (5-month scenerio)
employing the 50, 33, and 25 percent scale-up procedures.
However, within the strategies, the scale-up procedures pro
duced, for the most part, unimproved results. Improved re-
Table 5.10. Results of Alternative Scale-up Hedging Strategies For Cattle 
Sold in February, 1974-1984 
---------------------------~---------------------------------------------------
Strategy 
Number 
Hedge 
Strategy Placement 
Tested Period 
Mean Net Returns 
($/cwt.) 
Variance-
($/ cwt.) 
---------------------------------~------------------------------~--------------
1 CASH 
2 ROUTINE 5M 
3 LFP2_BEP-$1 5M 
7M 
4 LFP~BEP 5M 
7M 
5 LFP?_BEP+$1 5M 
7M 
6 LFP2_BEP+$2 SM 
7M 
7 LFP2BEP+$3 SM 
7M 
8 LFP~BEP+$4 5M 
7M 
9 LFP~BEP+$5 5M 
7M 
-3.07 45.00 
PERCENT OF PRODUCTION 
HEDGED IN > $1/CWT. INCREMENTS 
100 
-1. 80 
(7.98)*** 
-.75 
(8.53)*** 
-1. 47 
(15.94)* 
- .31 -
(8.67)*** 
-1.54 
(19.17)* 
-.01 
(9.24)*** 
-.99 
(18.34)* 
-.55 
( 21. 84) 
-.74 
(17.26)* 
-.51 
(26.88) 
-.48 
(20.09) 
-1. 40 
(37.58) 
-.04 
(20.49) 
-2.78 
(42.21) 
-1.13 
(26.70) 
50 
-1. 88 
(6.46)*** 
-.99 
(9.25)*** 
-1. 56 
(12.62)** 
-.60 
( 10. 08) *·* 
-1.40 
(16 . 30}* 
-.22 
(11.52)** 
-.84 
(15.72)* 
-.45 
(23.00) 
-.57 
(17.26)* 
-1.14 
(25.79) 
-.40 
(17.64)* 
-2.05 
(36.27 ) 
-.59 
(18.68)* 
-3.10 
(38.32) 
-1. 34 
(23.98) 
33 
-1. 74 
(9.51)*** 
-:-. 76 
(12.62)** 
- -1. 36 
(12.47)** 
-.63 
(12.92)** 
- 1. _32 
(14. 73) ** 
.,-.26 
(14.41)** 
-.81 
(14 .25)** 
-1. 23 
. (23.26) 
-.90 
(15.58)* 
-1. 92 
(25.06) 
-.88 
(14 . 31)** 
-2.39 
(36.47) 
-.84 
(19 .36)* 
-3.09 
(39.73) 
-1. 63 
(25.31) 
25 
-1. 89 
(9.98)** 
-1.10 
(13.36)** 
-1.26 
(11.83)** 
-.93 
(14.77)** 
-1.11 
(14.76)**' 
-.90 
(16.31)* 
-.92 
(13.25)** 
-1. 78 
(24.19) 
-1. 05 
(14.07)** 
-2.21 
(27.75) 
-.97 
(15.53)* 
-2.56 
(37.60) 
-.91 
(20.77) 
-3.09 
(40.75) 
-1. 74 
(27.31) 
----- -------------------------- ------ ---------- ---------------------------------
The mean net returns per hundr·edwe i gh t are given as the top with the 
number with the variance in parentheses. 
*Difference versus the cash strategy significant at the .10 level. 
** Difference versus the cash strategy significant at the .05 level. 
*** Difference versus the cash strategy signif icant at the .01 level. 
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suits were obtained using the 50 percent scale-up procedure,
versus hedging 100 percent for strategies 4, 5, 6, and 7
under the 7-month scenario and only strategy 6 under the 5-
month scenario. Only strategies 3, 4, and 5 under the 7-
month scenario yielded improved returns by employing the 33
percent scale-up versus the 50 percent scale-up. Only,
strategies 3 and 4 under the 7-month scenario produced
improved returns by employing the 25 percent scale-up versus
the 33 percent scale-up.
The scale-up procedures employed during the November-
May feeding period, Table 5.11, did not produce returns
greater than that of the cash strategy. However, results
were improved by the scale-up procedures within many of the
strategies. Compared to the 100 percent hedging criteria,
the 50 percent scale-up procedure increased returns for
strategies 2 through 7, under both the 5-month and 7-nionth
scenario-s, without changing the significance of the vari
ances. Strategies 2, 3, 4, 5, and 6 under the 5-iiionth
scenario yielded improved returns by employing the 33 per
cent scale-up procedure versus the 50 percent scale-up pro
cedure. Returns for strategies 2 through 5 were improved
TABLE 5.11. Re s ults of Alternative Sc ale - up He d ging Strategies for Cat~le 
Sold in May, 1974-1984 
-------------------------------~----------------7-----------~------------T-~7--
Strat~gy Strategy 
Nu.mber Tested 
Heqge 
Placement 
P e riod 
Me a n N~t Returns 
($/cwt.) 
Variance 
($/cwt . ) 
-----------------~----------------~~-~---------~---------------------~---------
1 CASH 
2 ROUTINE SM 
3 I, FP~I!EP-$1 SM 
7H 
~ ... .. L FP2B EP 5 M 
7M 
5 LFP~BEP+$1 5M 
7M 
6 J,.FP~ B EP+$2 5M 
7 M 
7 LFPL_B EP+$3 5M 
7M 
8 LFPi_BEP+$4 5M 
7M 
9 I,FP > B 8P+$5 5M 
7M 
70.14 
PERCENT OF PRODUCTION 
HEDGED IN > $1/CWT. INCREMENTS 
100 50 33 
.oo .89 1. 46 
(14.39)*** (13.98)*** (14.31)*** 
.64 1 . 44 2.02 
(9.97 )*** (10.30 )*** (10.62)*** 
'l . .53 2. 37 . ·2.70 
(9.20) **•*- (10 .36)*** ·(11.15)*** 
1.12 1. 97 2.51 
(9.20)*** (8.63)*** (9.38)*** 
1. 94 2. 1;)8 2.59 
(9.54)*** (10.70 )*** {10.57)***· 
2.27 2.B7 , 3.21 
(6.47)*** (5 . 83)*** (7.45)*** 
2.38 3.22 3.16 
{8 . 15)*** (9 . 56 ) *** (10.36)*** 
2 . 82 3.27 3.56 
(4. 8 7)** * (5.19)*** (7.31)*** 
2.7 6 3. 42 3.26 
(6.77 ) *** (8.06)*** (8.96)*** 
3 . 40 3.85 3.73 
(5.7 8 )*** (6.51)*** (9.08)*** 
3.19 3.67 3.54 
(" ~8):t: •'· * :J . 0 .J .. . ... . . (6.34)*** (8.55)*** 
4 .1 6 3 . 84 3.50 
(7.21) *** ( 12.54)*** (19.46)** 
3 . 87 3 . 54 3.19 
(7.43)*** {ll.98)*** (18.28)** 
3.98 3.36 :3. l '7 
(21.40)* * (28. 55)* (33. 20) 
3. 'i 9 3.10 2.98 
( 20. GB ):i:;t. ( 2 5.4 8 ):tc ( 3.14 04) 
25 
1.66 
(13.01)*** 
2.19 
(10.30)*** 
2.99 
(1L63)*** 
.2. 64 
(9.86)*** 
2.72 
(12.26)*** 
3.25 
(8.79)*** 
3.27 
(12.75)*** 
3.28 
( 10.76)*** 
3 . 02 
(12.85)*** 
3. 5:0 
(14.16)*** 
3.31 
(13.29)*** 
3.34 
(24.74)* 
3.13 
(23.78)* 
3.16 
(3'7.02) 
3.01 
(34.5G) 
- - - -- "' - - - - - -- - _..,..... ~ - - .-... - ----- - ---- - - --·- - --· ------ -~· - --- ~- -- ~·- _,,, ____ ·- ·-· --- --- - - - -- - __ .. . - --- - --~ - ----------
The me an net returns per !1und r edweight are given as the top number with 
the variance in parentheses. 
* 
** 
*** 
Diffe rence 
Differenc€ 
Di fference 
versus 
v er s us 
versus 
t he cash st r at e gy 
the cash s tra t et! Y 
the c as h s t r Ht cgy 
s ignificant at the . 10 level. 
sign if i can t at the .05 level . 
s i gn ificant at the .01 level. 
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using the 25 percent scale-up versus the 33 percent scale-up
while maintaining significantly reduced variance of returns
as compared to the cash strategy. As previously found, the
highest return for this feeding period was obtained by
employing strategy 8 under the 5-month scenario that yielded
a return of $4.16 per cwt. and a significantly reduced vari
ance of $7,21.
During the February-August feeding period. Table 5.12,
the scale-up strategy offered improved returns 100 percent
of the time versus the cash strategy. The scale-up proce
dure also, improved returns 64 percent of the time versus
the 100 percent hedging procedure. Strategies 3, 4, and 9
under both 5-and 7-month scenarios and strategies 2, 5, 7,
and 8 under the 5-month scenario yielded improved returns
with the 50 percent scale-up versus the 100 percent hedging
procedure. The 33 percent scale-up procedure resulted in
the improvement of returns for strategies 3, 8, and 9 under
both 5-and 7-month scenarios and strategies 2 and 7 under
the 5-month scenario and strategy 4 under the 7-month scen
ario versus the 50 percent scale—up procedure. Strategies
4, 7, 8, and 9 under both the 5-and 7-month scenarios,
Table 5.12. Results of Alternative Scale-up Hedging Strategies for Cattle 
Sold in August, 1974-1984 
--------------------------- - -- ---------------------------------~---------------
Strategy 
Humb ee 
1 
z 
3 
4 
5 
6 
7 
g 
9 
Strategy 
Tested 
CASH 
ROUTINE 
LFP.2,.BEP-$1 
J, FP2.BEP 
LFP2BE£)+ $1 
JSP2BEP+$2 
LF'P_2.BEP +$3 
J, FP _?. B EP+$ 4 
LFP2,BEP+$5 
Hedge 
Piacement 
Period 
Mean Net Returns 
($/cwt.) 
-.53 
,Variance 
( $ / C>-d: • ) 
38.71 
PERCENT OF PRODUCTI'ON 
HEDGED IN > $1/CWT. INCREMENTS 
100 50 33 2 ;. • .J 
5M -.28 .09 .51 .67 
(3.34)*** (3.77)*** (3.99)*** (5.28)*** 
5M -.31 .03 .34 .34 
(6.64)*** (7.46)*** (8.65)** (11.06)** 
7M -.42 -.21 .03 .37 
(21.28) (18.00) (17.27) (17.69) 
5M .42 . 64 . 49 .57 
(7.22)*** (8.73)** (11.81)** (15.47)* 
7M -.02 . 05 . .31 .63 
(22.15) (19.50) (19.2'7) (19.74) 
5M 8" • . I 1. 04 .85 .76 
(8.04)** (9.72)** (13.24)* (17.10) 
7M ~..,, . '* ,: .31 . 42 .40 
(14.74)* (12.39)** (12.82)** (15.12)* 
5M l. 53 .89 .73 .77 
(9.82)** (15.09)* (19.BG) (24.17) 
7M 1. 43 . 71 .43 .42 
(15.17)* (17.41) (20.83) (2<L29) 
5M .17 .22 .39 .62 
(25.60) (27.76) (30.55) (34.08) 
7M .35 -.03 -.01 .14 
(29.Gl) (27.42) (28.88) (31.32) 
5M .23 .46 .71 .94 
(30.40) (33.45) (:37.01) (40.55) 
7M .25 .16 ')Q ........ ,, .48 
(32.88) (32.50) (35.00) (37.84) 
5M .61 .88 1.14 1. 30 
(35.86) (39.92) (43.83) (47.05) 
7M . 61 . 88 . 1.14 1. 30 
(35.86) (39.92) (43.83) (47.05) 
-------------------------------------------------------------------------------
The mean net returns per hundredweight are given as the top number with 
the v a riance in pa rentheses. 
* Differ e nce versus the c a sh s trategy significant at the . 10 level . 
** Difference versus the cash strategy significant at the . 05 level . 
*** Difference ver s us the cash strategy significant at the . 01 level . 
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strategy 3 under the 7-month scenario, and strategy 2 re
sulted in increased returns by employing the 25 percent
scale-up versus the 33 percent scale-up procedure. However,
none of the scale-up strategies tested yielded returns
greater than that of strategy 6 under the 5-raonth scenario,
$1.53 per cwt., by hedging 100 percent of production.
Employment of the scale-up strategy during the May-
November feeding period did not improve any of the strate
gies results, as shown in Table 5.13, in comparison to the
routine strategy hedging 100 percent of production in terms
of both mean returns and the variance of returns. However,
of the strategies tested yielded improved returns versus
the cash strategy. The 50 percent scale-up improved returns
for strategy 9 under both the 5-and 7-month scenarios and
strategies 3, 5, 6, and 7 under the 5-nionth scenario versus
the 100 percent hedging procedure. Only strategy 3 under
the 5-month scenario showed improvement in terras of reduced
losses by employing the 33 and 25 percent scale up proce
dures .
As shown by the results of the individual feeding per
iods, the scale-up procedure usually did not yield results
Table 5.13. Results of Alternative Scale-up Hedging Strategies for Cattle 
So ld in November, 1974-1984 
Strategy 
Nu:n5ber 
1 
Strategy 
•rested. 
CASH 
Hedge 
Placement 
Period 
Mean Net Return ::; Vari a nce 
($/cwt.) ($/cwt.) 
-3.92 17.88 
PERCENT OF PRODUCTION 
HEDGED IN > $1/CWT. I NC REMENTS 
100 50 33 25 
2 ROUTINE 5M -2 .37 -2.56 --2. 82 -2. 8 ~~ 
(4.79)** (5.27)** ( 7 . 69 ) * (10.58) 
3 1FP2BEP--$ l 5M -2 .82 -2 .79 -2.78 -2.66 
(14.21) (17 .38) (1 9 . ) ( 22 .28) 
7M -2.38 - 2.98 -3.03 -3.14 
(27.92) (17.29) (15.41) (13. '72 ) 
4 LFP2_BEP 5M -2.42 -·2. 6f) - 2 . 58 -2.61 
(17.31) (20 . 73) (24 .03 ) (25,30) 
7M -1. 98 -2.75 -2.89 -2. 8 9 
(32.36) (22.3 0 ) (20.94) (20.9?' ) 
5 LFP2BEP+$1 SM -2.46 -2.44 -2.53 -2.87 
(21.26) (25. 85 ) (27.05 ) ( 22 . 88) 
7M --2.05 -2.79 -2.97 -3.16 
(28.81) (23.56 ) (24.0?) (22.12) 
5 LFPL_BEP+$2 - 5M -·3. 07 -2.91 -3 . 2Ll --3. 38 
(27.42) ( ')('.), 6 'i ) ...... ...- . ~ . (? 3.61 ) (21.71) 
7M -2.21 ~2.83 -3.19 ~:1 .. 37 
(38.52) (29.73) (24.72) (22.62) 
7 LFPl-BEP+$ 3 5M -2.92 -2.71 -3 . 0'7 -:3. 28 
(29.21) (31.93) (25.45) (22.7'7) 
7M -2.48 -2.49 -2.97 -3.20 
(33.82) (34.17) ( 26 . 64) ( 23.67) 
8 LFPLHEP+$4 5M -2.63 --3 . 27 -3. 4.4 -3.56 
(33.79) (22.96) (21.12) (20.1 0) 
7M -2.28 "-3. 10 -3 .37 -3.51 
(37.69) (25.08) (22.0'7) (20. 80) 
9 LFP~BEP+$5 5H -3.91 -3.85 -3 . 87 --3 . 88 
(17. 94) (18.81) (lQ 4 " ' . t; • . d J (1 3. 33) 
7M -3.91 -3. 85. -3.87 --3. 8 8 
(17.94) (18.81) (18.48) ( 18 .33) 
-------------------------------------------------------------------------------
The mean net returns per hundredweight are given as the t op num&er . . . Wlt:n 
the variance in parentheses. 
* Difference versus the cash strategy significan t at t he . 10 level. 
** Difference versus the cash strategy significan t at the . 05 leve l . 
*** Difference versus the cash strategy significant at the • 0 1 level. 
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greater than those obtained by the 100 percent hedging pro
cedure. The following strategies (under the 5-inonth scen
ario) yielded the highest returns: Strategy 5 for the
August-February feeding period, strategy 8 for the November-
May feeding period, strategy 6 for the February-August feed
ing period, and the routine strategy for the May-November
feeding period. However, for producers unwilling or unable,
as advised by financial consultants, to wait for potentially
higher yielding hedges in terms of returns, could find it to
their advantage to use a scale-up strategy. For example, by
using strategy 4 (LFP >, BEP) under the 7-month scenario,
cattle being sold in February, May, and August yielded an
average return of $.13 per cwt. by hedging 100 percent of
production versus an average return of $.75 per cwt. using
the 25 percent scale-up procedure.
Results of Using a Cash Price Forecast in
Alternative Marketing Strategies, 1981-1984
In an attempt to incorporate the use of a cash price
forecast in a hedging strategy, as suggested by Holt and
Brandt fl984), an Iowa State University E.\tension forecast
was utilized for the period 1981 through 1984. The four-
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year period was used because four, three, and two quarter
forecasts were available for all of the feeding periods.
Utilizing the different forecasts, allowed the feeder to
take advantage of more up-to-date information. In order
to evaluate the results of the forecast in a hedging strat
egy, it was necessary to simulate results for the previously
defined alternative strategies for the same sub-period.
Table 5.14 shows the results of sixteen strategies for
the 1981-1984 period across all feeding periods. Interest
ingly, the routine strategy tested over the sub-period
yielded an improved return in relation to the cash strategy,
which is the opposite of the result found for the entire
study period. By routine hedging, the returns were converted
from a -$.10 per cwt. to a profit of $.14 per cwt. Also, a
significant reduction in the variance at the 99 percent level
was obtained, which is the most significant reduction in the
variance of any of the strategies tested over the sub-period.
Strategies 3, 4, 5, 6, 7, and 8 yielded significant reduc
tions in the variability of returns, mostly under the second
scenario, at the 90 to 95 percent level. The highest returns
were obtained using strategy 10 by hedging 50 and 56 percent
Table 5.14. Results of Alternative Hedging Stra t egies for Qattle Sold in 
February, Mey, August, and November, 1981-1984 
--------------------------------------------------------------~----------------
Hedge Me an 1Net Range Percent of 
Strategy Stratei.;;y Placement Re turn Low High Vuriance Ti:ne Hedg e s 
Number Tested Period ($/cwt.) - ($/cwt.) ' ($/cwt.) Placed 
-----------------------------------------------------------~-------------------
1 CASH -.10 -11. 03 10.83 34.58 0 
2 ROUTINE .14 --5. 86 6.23 7.68*** 100 
3 LFP>GP PLACEMENT -.55 -11.03 6.23 23.ll 38 
5 M .02 -7.06 6.23 15.81* 81 
7M -.17 -7.81 6.68 19.87 94 
4 LFP~CP&DEP PLACEMENT -.23 -11. 03 8.90 27.96 19 
51-1 .66 -6. 96 6.23 13.59** 63 
7M .81 -6.96 6.68 16.78* 75 
5 LFP2BEP--$ l PLACEMENT -.13 -6.96 6.23 10. 20 :U; 75 
5M -.09 -6.96 6.23 10.26** 81 
7M .49 -7 .• 81 7.21 20.38 88 
6 LFP2_BEP PLACEMENT .31 -6. 96 8.90 18.95 - 38 
5M . 29 --6. 96 6.23 10.88** 81 
7M . 49 -7.81 7.21 22.19 81 
7 Ll"P2.BEP+$ l PLACEMENT .38 -6.96 8.90 19.88 25 
5M .09 -6.96 6.23 13.06** 63 
7M .36 -6.96 7.21 22.07 63 
8 Ll<'P2BEP+ $2 PLACEMEN'!' ...... 10 -11. 03 8.90 28.97 13 
5M .52 -6.96 6.23 14.64* 63 
7fii . 49 -6.96 7.93 20.61 63 
9 LFP2BEP+$~~ 5M .86 -6.96 6.97 18.20 56 
7M . 80 -6.96 6.97 20.68 63 
10 Lf P2BEP+$4 5M 1. 04 -6.96 8.42 22.06 50 
?M 1. 08 -6.96 8.42 24.05 56 
11 L ~, P _?.. B E P + $ 5 5M .39 -11. 03 10.83 35.78 31 
,.., 71, J!' 
I i'l .93 -6.96 10.83 25.36 38 
12 LFP2BEP+$G 5M & 7M . 26 -11.03 10.83 39.49 25 
13 LFP.?_B EP+$7 5 M & '1M • 4-0 -·11.03 10.83 41.80 19 
14 LFP?_BEP+$8 5M & 7M . 32 -11.03 11.87 41. 83 13 
15 J.. FP/..BEP+$9 5M & 7M .16 -11. 0 3 1 2 .97 40.49 6 
lS I,~,P.2_ ISE PF PI,ACEMENT -.10 -11.03 10.83 34.58 0 
5M . 86 - 6.96 9.22 20 .. 18 50 
7M .89 -6.96 9.22 20.28 50 
-------------------------------------------------------------------------------
* Diffe r&n ce versus the c as h strategy significant at the .10 level. ..l,a -.b-
4~ ~ Difference vers u t:1 the cash strategy significant at the . .05 level. 
*** Differen ce versus the cash strategy signifi cant at the . 01 l evel . 
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of the time under the second and third hedging scenarios,
respectively, and variances were reduced in relation to the
cash strategy, although not significantly.
Strategy 16, employing the extension price forecast,
returned favorable results suggesting the potential for
utilizing price forecasts in a hedging scheme. The strat
egy stipulates that hedges be placed when the localized
futures price is greater than the Iowa State extension
price forecast. Hedging occurred only in the second and
third hedging scenariosj during which hedges were placed 50
percent of the time. The strategy yielded mean net returns
of $.86 per cwt and $.89 per cwt. for the second and third
scenarios, respectively, which were among the highest of all
the strategies tested. Reductions in the variance of re
turns were also obtained by strategy 16, although not sig
nificant. Using the second scenario, one lot was hedged
within the first month, four within two months, and six
within five months after the placement of cattle on feed.
Under the third scenario, only one lot was hedged within the
two month planning period with the rest of the lots being
hedged the same as under the second scenario.
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Table 5.15 reports the results of the alternative hedg
ing strategies versus that of the cash and routine strategies
for 1981-1984 for the August-February feeding period* The
cash strategy yielded a return of -$1.64 per cwt. with a var
iance of 49.39. Interestingly, by employing a routine hedg
ing strategy, the producer would have been able to cover ail
costs of production and significantly reduce the variability
of returns. Strategies 4 through 8 and 11 resulted in in
creased returns and at significantly reduced levels of var
iability versus cash by hedging from 50 to 100 percent of the
time. By hedging 75 percent of the time, under the second
scenario, strategy 10 returned the greatest profits of $2.47
per cwt. with a reduced variance of returns, although not
significant. The use of the extension forecast as a trig
gering mechanism, strategy 14, resulted in significant re
ductions in the variance to 5.32 while increasing mean net
returns to $.68 per cwt. The results were the same for the
second and third marketing scenario, meaning that no hedging
took place during the two month planning period prior to
p 1 acemen t.
• 
Table 5.15. Results of Alte r native Hedging Strategies for Cattle Sold ....... co 
in February , 1981-1984 w 
-------------- ------- ----------------------------------------------------7-----
Hedge Mean Net Range Percent of 
Strategy Strategy Placement Returns Low High Variance Time Hedges 
Number Tested Period ($/cwt.) ($/cwt.) ($/cwt.-) Placed 
---------------------------------------------------------------~---------------
1 CASH -1. 84 - -11.03 5.95 49.39 0 
2 ROUTINE . 01 -1. 38 2.57 3.10** 100 
3 LFP.?_CP PLACEMENT --1. 64 -11.03 5.95 49.39 0 
5M .22 -2.68 6.02 15. 92 . 100 
7M -2.01 -7.81 4.57 25.80 100 
4 LI!'P>CP&B EP PI,AC EMENT -1. 64 -11.03 5.95 49.39 0 
5M 1. 13 -1. 33 6.02 11. 04 '75 
?M .76 -1.·33 4.57 6.83 75 
5 LFP_LBEP-$ 1 PI,ACEMENT . 01 -1.38 2.57 3.10** 100 
5M . 01 -1. 38 , 2. 57 3.10** 100 
7M -1. 35 -7.81 4.57 25.68 100 
6 LFP> BEP PLACEMENT 1. 45 -1. 38 5. 95 12.'1,l 50 
5M . 43 -1. 38 2.57 2.65** 100 
7M -.81 -7. 8 1 4.57 26.42 100 
7 LFPLBEP+$1 PLAC EMENT . 78 -1. 38 5 . 95 12.22 25 
5M .40 -1. 38 2.89 4.47** 75 
7M - .14 -6.11 5.47 23. 65 75 
8 Ll''PL_BEP+$ 2 PLACEMENT -1. 54 -11.03 5.95 49.39 0 
5M 1. 07 -1.33 4.02 6.19* 75 
7H -. 35 - 6.11 4.02 19.91 75 
9 LFP2_BEP+$3 5 M 2 . 00 -1. 33 6.02 10.59 75 
7M .73 -4.88 6.02 2 3 .14 75 
10 LF'P2BEP+$4 5M 2.47 -1. 33 6.02 10.58 75 
7M 1. 26 -3.76 6.02 20.92 75 
11 LFP>BEP+$5 5M -1. 8 ~~ -1 1.03 5.17 45.59 25 
?M .84 - 1. 33 5.17 8.6U: 50 
12 LFP '-.B EP+ $ 6 5M & ?'M -1. 59 -11.03 6.15 50.41 25 
13 LFP~B EP+$7 5 M & 7M -1. 64 -11. 03 5.95 49.39 0 
14 LFP2,ISEPF PLACEMENT -1 .64 - 11.03 5.95 49 .39 0 
5M . 6 8 -1. 33 4 .00 5.32** 50 
7 M . 68 -1. 33 4.00 5.32** 50 
~ ,,. Dif f e ren ce ver s u s t he c as h strategy significant at the . 10 leve l. 
** Diffe r e n c e ver s us the cash strategy signif icant at the .05 level. 
*"'qi: Diffe r enc e v e i:·s us the cash strat e gy significant at the . 01 level. 
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Table 5.16 shows the results of the alternative hedg
ing strategies versus that of the cash and routine strate
gies during 1981-1984 for the November-May feeding period.
The cash strategy yielded a return of $5.34 per cwt. with a
variance of $37.18. By routine hedging, the variance of
returns could have been significantly reduced at the expense
of a $1.94 per cwt. loss in return. Strategies 3, 4, 5, 6,
7, 8, and 9 resulted in significant reductions in the vari
ability of returns most of which occurred using the second
marketing scenario. None of the strategies that showed a
significant reduction in the variability of returns resulted
in a mean net profit greater than that of the cash strategy.
The largest profit was produced under the second scenario,
strategy 11, resulting in a mean net return of $7.34 per
cwt. and a lower variance of $11.06 by hedging 50 percent of
the time. Strategy 16, using the price forecast, reduced the
variability of returns while producing profits of $5.84 and
$5.97 per cwt. (greater than those under the cash strategy)
under the second and third marketing scenarios, respective
ly. Under both scenarios for strategy 16, hedges were
placed 100 percent of the time.
Table 5.16. Results of Alternative Hedging Strategies for Cattle Sold in 
May, 1981-1984 
-------------~-----------------------------------------------------------------
Strategy Strategy 
Number Tested 
Hedge Mean Net 
Placement Returns 
Period ($/cwt.) 
Range 
Low High 
($/cwt.) 
Percent of 
Variance Time Hedges 
($/cwt.) Placed 
--------------------------------------------------------------~----------------
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
lG 
CASH 
ROUTINE 
LFP~CP PLACEMENT 
5M 
' 7M 
LFP>CP&BEP PLACEMENT 
5 M 
7M 
LFP2BEP-$1 PLACEMENT 
SM 
7M 
LFP2BEP PLACEMENT 
5M 
7M 
LFP2BEP+Sl PLACEMENT 
5M 
7M 
LFP2B EP+$2 PLACEMENT 
SM 
7M 
LFP2BEP+$3 5M 
LFP~BEP+$4 
LFPLBEP+$5 
LFP2 BEP_+$ 6 
I,FP 2_ .BE P+ $ 'l 
LFP2B EP+$8 
U 'P,?.BEP+$9 
LFP>ISEPF 
7M 
5M 
7M 
5M 
7M 
5M & 7M 
5M & 7M 
5M & 7M 
5M & 7M 
PLACEMENT 
5M 
7M 
5.34 
3.40 
3.40 
3.40 
3.70 
4.82 
3.82 
4.10 
3.40 
3.40 
4.39 
4.82 
3.82 
4.39 
4.82 
3.82 
4.45 
5.34 
4.17 
4.35 
4.83 
4.27 
5.82 
5.40 
7. 3 4 
6.83 
6.29 
6.65 
6. 0B 
6. 35 
5. ~14 
5.84 
5.97 
-- 2.91 10.83 
1. 69 
1. 69 
1.69 
1. 84 
1. 69 
1. 69 
1. 84 
.1. 69 
1.69 
1.84 
1. 69 
1. 69 
1. 84 
1. 69 
1. 69 
1. 84 
1. 69 
1. 69 
1. 84 
· l.69 
1. 84 
2.22 
2.69 
3.17 
3.44 
-2.91 
-2.91 
-2. 9 1 
-2.91 
-2.91 
1. 99 
2. 54 , 
6.23 
6.23 
6. 2'3 
6.68 
8.90 
6.23 
6.68 
6.23 
6.23 
7.21 
8.90 
6.23 
7.21 
8.90 
6.23 
7.21 
8.90 
6.23 
7.93 
6.97 
6.97 
8.42 
8.42 
10.83 
10.83 
10.83 
10.83 
11. 87 . 
12.97 
10.83 
9.22 
9.22 
37.18 
3.96** 
3.96** 
3.96** 
5.39* 
11. 37 
4 .47* 
6.81* 
3.96** 
3.96*-* 
8.64 
ii.37 
4 . 47* 
3.64 
11. 37 
4.47* 
8. 9 8 
9.15 
4.89* 
9.09 
6.38* 
7.84 
7.77 
9.06 
11.06 
13.13 
40.20 
42.58 
46.45 
51. 00 
37. 18 
8.84 
7.51 
· O 
100 
100 
100 
100 
75 
100 
100 
100 
100 
100 
75 
100 
100 
75 
100 
100 
50 
100 
100 
100 
100 
100 
100 
50 
50 
50 
50 
25 
25 
0 
100 
100 
- ---- ---------- - - ------- --- ----------------- ---- ------ ----------------------- --
* Difference versus the cas h strategy signifi cant at the . 10 level . 
** Di ffere nce versus t he cash strategy significant at the . 05 level . 
*** Difference versus the cash strategy significant a. t the . 01 leve 1. 
Table 5.17. Results of Alterna tive Hedging Strategi es f o r Cattle Sold i n 
August, 1981-1984 
Strategy Strategy 
Number Tested 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
CASH 
ROUTINE 
LFP>CP 
LFP2CP&BEP 
LFP2BEP-$1 
LFP2BEP 
LFP2BEP+$1 
LFP2_BEP+$2 
LFP2.BEP+$3 
LFP2_BEP+$4 
LFP~BEP+$5 
LFP~BEP+$6 
L~~P~BEP+$7 
LFP2,BEP+$8 
LFP2 BEP+$9 
LI<' P2.IS EPF 
Test 
Period 
PLACEMENT 
5 M 
7M 
PLACEMENT 
5M 
7M 
PLACEMENT 
5 M 
7M 
PLACEME:N'r 
5M 
7M 
PLACEMENT 
5M 
7M 
PLACEMENT 
5M 
7M 
5M 
7M 
5M 
7M 
5M & 7M 
5M & 7M 
5M & 7M 
5M & 7M 
5M &. 7M 
PLACEME NT 
5 M 
7M 
Mean Net 
Re t u rn s 
($/cwt .) 
. 44 
- . 4 '3 
.55 
. 55 
. 88 
.44 
. 9 0 
1. 0 9 
- . 3 8 
-. 24 
.88 
-.49 
. 3 6 
1. 09 
.44 
.67 
1. 66 
. 44 
1. 36 
2.45 
l. 13 
2.71 
. 4 1 
2.20 
.59 
.86 
1. 09 
1. 37 
.44 
.44 
1. 44 
1. 44 
Ran ge 
Low High 
( $ /cwt. ) 
-2. 08 
- 2 . 35 
-2. 35 
-2.35 
-5.45 
-2.08 
-1. 4 3 
-s. ao 
-2.35 
-2.35 
-5 . 45 
-2.08 
·-1. 4 3 
-·5 . 30 
-2.08 
-.28 
-2.55 
- 2. 0 8 
.39 
.39 
-1. 26 
.39 
-2 .08 
-2.08 
-2.08 
-2.08 
-2 . 08 
- 2.08 
-2.08 
-2.08 
-1. 26 
-1. 26 
4 . 7 2 
1. 0 0 
4 . 7 2 
4.72 
5.89 
4. ? 2 
4.72 
5.89 
1. 00 
1. 00 
5 .89 
1. 00 
i", 9 4 
5 . 89 
4 .72 
1. 87 
5.89 
4 .72 
2.32 
5.89 
3.72 
5.89 
4 . 60 
5.89 
5.32 
6. 40 
7.32 
8 .42 
4 .7 2 
4 .72 
4 . 72 
4. 7 2 
Percent of 
Va r i a n ce Time He dge s 
( $/cwt .) P l a ced 
9 . 1 9 
2 . 05 
9.02 
9 .02 
2 3 . 28 
9. 1 9 
7.08 
22. 4 3 
2.14 
2. 5 1 
? 3 .28 
2 .04 
2.10 
2 2.43 
9 . 19 
. 81** 
1 2 .94 
9 . 1 9 
1.0Uc 
6 . 57 
4.41 
5.55 
8.85 
13.66 
10.99 
14.68 
18 . 29 
2 3 .16 
9. 19 
9.1 9 
6 . 4,8 
6.48 
0 
100 
50 
5 0 
1 0 0 
0 
5 0 
100 
75 
. 10 0 
100 
2 5 
100 
100 
0 
75 
75 
0 
75 
75 
50 
75 
2 5 
50 
25 
25 
25 
25 
0 
0 
50 
50 
* Di f ference versus the cash strategy s i gnifican t a t t h e .10 l e v e l. 
** Difference versus the cash stra tegy sign i f ic a n t at the .05 l evel. 
*** Difference versus the cash strategy significant a t the .01 level. 
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Table 5.17 shows the results of sixteen strategies for
the February-August feeding period for the sub-period 1981
through 1984. The cash strategy produced a profit of $.44
per cwt., and a variance of $9.19. By routinely hedging,
profits were reduced to -$.43 per cwt. with a variance of
$2.05. Only strategies 7 and 8 produced significantly lower
variances in relation to the cash strategies. Strategy 9
produced the highest returns of $2.71 per cwt. and a reduc
tion, although not significant, in the variance to 5.55,
hedging 75 percent of the time. Strategy 16 (utilizing the
forecast) produced results superior to cash of $1.44 per cwt.
mean net return, and a variance of 6.48 by hedging 50 percent
of the time. No hedges were placed during the two-month
planning period with strategy 16.
The May-November feeding period continued to frustrate
the Iowa cattle feeder during the sub-period as shown in
Table 5.18. Cash returns were -$4.53 with a variance of
$8.07. By routinely hedging, the producer would have lost
$2.42 per cwt. This strategy yielded the only lower vari
ance versus the cash strategy. None of the other strategies
placed hedges with any success in terms of making profits
....... 
co 
00 
Table 5. 18. Results of Alte1·native Hedging Strategies for Cattle Sold in 
November, 1981-1984 
-------------------------------------------------------------------------------
Hedge Mean Net Range Percent of 
Strategy Strategy Placement Returns Low High Vari a nce Time Hedges 
Number Tested Period ($/cwt.) ($/cwt.) ($/cwt.) Placed 
-------------------------------------------------------------------------------
1 CASH --4. 53 -6.96 -.42 8 . 07 0 
2 ROUTINE -2.42 -5.86 -.20 5.89 100 
3 LFP~CP PLACEMENT -4.53 -6.96 -.42 8.07 0 
5M -4.08 -7.06 -.20 12.06 75 
7M -3 . 27 -6.96 -1. 64 6.14 75 
4 LFP2_CP&BEP PLACEMENT -4.53 -6.96 -.42 8.07 0 
5M -3.22 -6.96 -.21 11. 70 25 
7M --2. 71 -6.96 1. 82 16.79 25 
5 LFP2BEP-$1 PLACEMENT -3.55 -6 .96 -. 4 2 9.49 25 
5M -3.55 -6.96 -.42 9.49 25 
7M -1. 98 -6.96 .13 11.13 50 
6 LFP2BEP PLACEMENT -4.53 -6.96 -.42 8.07 0 
5M -3.42 -6.96 -.42 10.22 25 
7M -2 .7 1 -6.96 1. 82 16.79 25 
7 LFP2 BEP+$ l PLACEMENT -4.53 -6.96 -.42 8.07 0 
5M -4.53 -6 .96 -.42 8.07 0 
"IM --4 . 5 3 -6.96 - .42 8.07 0 
8 LFPlISEPF PLACEMENT --4. 53 -6 .96 -.42 8.07 0 
5M -4.53 -6.96 -.42 8 .07 0 
7M -4.53 -6 .96 -.42 8.07 0 
----------------------------------~--------------------------------------------
* Difference versus the cash strategy significant at the . 10 level . 
** Difference versus the cash strategy significant at the . 05 level . 
*** Difference versus the cash strategy significant at the . 01 level . 
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although losses were often less than those associated with
the cash strategy. Strategy 8 proved to be ineffective dur
ing this period, because no hedges were placed under this
strategy as the localized futures price was always less than
the cash price forecast.
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CHAPTER VI. SUMMARY AND CONCLUSIONS
Since the early 1970s, Iowa cattle feeders have been
facing unprecedented levels of price volatility. The annual
price range tripled for corn and fed cattle and doubled for
feeders during the 1973-84 period versus the 1960-72 period.
Along with the increased price volatility, monthly returns
from 1973 through 1984 showed that profits from buying in^
puts as needed in the cash market and selling the finished
cattle in the cash market could only have been made 50 and
58 percent of the tine for feeding yearlings and calves,
respectively. This lack of profitability, in conjunction
with factors such as the changing structure of the industry,
custom feeding, lack of records, alternatives to feeding,
and farm programs have caused a great exodus of cattle
feeders in Iowa. Should the trend continue, Iowa will con
tinue to decline from its number 1 cattle feeding position
in 1970, when it marketed over 4.5 million head, to a state
marketing approximately 1.6 million head in 1990. For the
first eight months of 1985, fed cattle marketings in Iowa
declined by 8 percent, compared to the same period in 1984.
This decline has taken place at the same time fed cattle
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marketings have increased in Texas, Nebraska, and Kansas.
This thesis has focused primarily on the employment of
the live cattle futures contract by Iowa feeders in an at
tempt to reduce the high risks and improve the level of
profits involved in cattle feeding. Before specifically
addressing the potential of the live cattle futures contract
for Iowa feeders, the results of a survey were presented
that summarized the actual use of the futures market by
livestock producers and presented reasons for its use or
lack of use.
The survey was conducted at a Custom Feeding Conference
sponsored by the Iowa Cattleman's Association and at Agri
cultural Business classes conducted at Iowa State University.
The results of the survey given to the 268 students supports
previous findings that few livestock producers use the fu
tures market. Of the 268 students responding, 12 percent
indicated that livestock futures had been utilized by their
family operations. Five percent indicated that positions
were taken and held until livestock were marketed, of which
approximately 2 percent hedged cattle and 3 percent hedged
hogs. Six percent of the students indicated that positions
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in the futures market were placed and lifted a number of
times during the feeding period. The remaining one percent
of the students indicated that the hedge was lifted during
the feeding period and was never replaced. The students
representing operations utilizing the futures market indi
cated that locking in the price of fed animals at a level
greater than the expected cash price, or greater than the
breakeven price, were the primary reasons for its employment
The majority of students, 88 percent, identified their
farms as non-users of the livestock futures market. The
most important reason for its lack of use as indicated by
60 percent of the non-users was their inadequate knowledge
of how the futures market operates. Also, of concern was
the riskiness of the market- The expected lack of returns
and the additional time involved following the market were
other important reasons given by the students for not using
the livestock futures market.
In contrast, 67 percent of the producers surveyed at
the Custom Feeding Conference, who represented larger, more
specialized operations, reported having employed livestock
futures. Of the users, 87 percent did so in order to reduce
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price risk. The majority of producers indicated that lock
ing in a price of fed animals at a level greater than the
breakeven price was of primary importance. Fifty-two per
cent held the contract, mostly cattle, until livestock were
marketed. Of the 33 percent who had never used livestock
futures, inadequate knowledge of the livestock futures mai—
ket was the most common reason given for non-use.
By combining the results of the two samples, conclu
sions about producers' attitudes toward the lack of use of
the livestock futures were developed. For the majority of
producers not using the livestock futures market, it was
indicated that their operations were too small, that live
stock futures were too risky, or offered no benefits. Pro
ducers or students from large enterprises were more apt to
utilize the livestock futures market in order to reduce
risks, by locking in a price greater than that of their
costs. Those making use of livestock futures had typically
not done so because of requests from their banker.
This thesis tested the following alternative hedging
strategies versus the cash and routine strategies under
three hedge placement scenarios: localized futures price
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greater than the cash price, localized futures price greater
than both the current cash price and the estimated breakeven
price, and the localized futures price greater than the
breakeven price plus a profit margin ranging from -$1.00 per
cwt. to $9.00 per cwt. in $1.00 per cwt. increments. The
alternative hedge placement scenarios defined the time
period during which the producer was allowed to lock in a
futures price. These time periods were: 1) the beginning of
the feeding period, 2) the first five months of feeding, and
3) (2) plus two months prior to the feeding period. The
results were presented for all feeding periods combined and
for individual feeding periods (August to February, November
to May, February to August, and May to November) in terms of
mean net returns per cwt. and the variance of returns. The
results showed that price risk, in terms of the variance,
can be significantly reduced and mean returns can often be
improved versus the cash strategy by implementing a selec
tive hedging strategy.
Mean—variance analysis was employed to present the
results of the selective hedging strategies. Figures 6.1 to
6.5 present the results for marketing strategies tested over
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the entire period of study. Strategies are identified with
their strategy number as presented in Tables 5.1 to 5.5 with
additional notation identifying the feeding scenario whether
it be placement, 5-month, or the 7-month. The cash strategy
is identified with a C and the routine with a R. The nota
tion used in identifying strategies is as follows: first,
the number of the strategy as reported in the respective
tables in chapter 5, and then a letter corresponding to the
scenario under which the strategy was tested (P:placement,
F:five-month, S:seven-month). A strategy yielding the same
results under two or all three of the hedging scenarios are
identified by combined notation. For example, strategy 14
yielded the same results under both the 5-month and 7-month
hedging scenarios and is identified as 14FS.
Figure 6.1 presents the combined results of all feeding
periods for all strategies tested over the 11-year study
period. It becomes apparent by presenting the results in
graphical form that most, 90 percent, of the hedging stra
tegies tested yielded superior results in terms of both a
greater mean return and a lower variance as compared to cash
marketing. Also observed is the fact that no placement
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strategy yielded mean net returns greater than the breakeven
cost of production. Strategies 7, 8, 9, and 10 under the 5-
month scenario yielded positive returns. Returns were in
creased for these strategies except strategy 7 by including
the 2-inonth planning period in the hedge period. Additional
gains were made by implementing the lift strategy. As shown,
the lift strategy used in conjunction with strategy 8 (8LF
and 8LS) increased the returns under both the 5 and 7-month
scenarios. By combining the best individual feeding period
strategies, identified as FMANF, results were improved be
yond those resulting for strategy 8 using the lift mechan
ism. By implementing the lift strategy in conjunction with
the best combined individual feeding period strategies,
identified as FMANLF, yielded the most superior results.
Figures 6.2 through 6.5 illustrate the results of the
hedging strategies tested during their respective feeding
periods. The four figures show that by implementing a
selective hedging strategy, improvements in terms of mean
net returns and the variance of returns were made during all
four feeding periods. The greatest gains, 100 and 450 per
cent, versus the cash strategy in terms of mean net return
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occurred during the August-February and February-August
feeding periods, respectively. Approximately 90 percent of
the hedging strategies tested during the August-February
feeding period, Figure 6.2, yielded results greater than
that of the cash strategy. Losses were reduced under the
placement scenario, however, the greatest recovery of dollars
lost during this feeding period was obtained by implementing
the 5-and 7-month hedging scenarios. Under the 5-month
hedging scenario, strategies 5, 6, and 7 yielded improved
returns and significantly lower variances of returns. Only
12 percent of the strategies tested during the November-May
period yielded superior results compared to the cash strat
egy. Interestingly, strategies 7 and 8 under the placement
hedging scenario yielded improved results in terms of means
and variances. However, strategy 10. under both the 5-and
7-month scenario and strategy 11 under the 5-month hedging
scenarios, yielded significantly reduced variances and higher
returns. Seventy-three percent (21) of the strategies tested
during the February-August feeding period yielded superior
results versus the cash strategy, of which fifteen produced
positive returns. Under the placement hedging scenario,
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only strategy 3 yielded positive returns. Of the superior
trategies, returns were increased by as much as 390 percent
Strategies tested under the S-inonth hedging scenario consis
tently reduced the variances of returns below $10 per cwt.
for strategies 3 through 8 and yielded higher returns versus
under the T-month hedging scenario. The May-November feed
ing period proved to be the most perplexing to the Iowa
cattle feeder. As shown in Figure 6.5, the hedging strat
egies tested resulted in mean returns ranging from -$3.92
to -$1.40 per cwt. However, 27 percent of the hedging
strategies tested yielded superior results versus that of
the cash strategy. Half of the superior strategies were
obtained under the placement scenario and the other half
under the 5-month hedging scenario. Of these strategies, 4
and 6 under the 5-month scenario produced the lowest losses.
Surprisingly, the routine strategy for the period produced
the best results in terms of both reduced losses and a lower
variance.
In addition, a scale-up hedging strategy in conjunction
with the routine strategy and strategies using the breakeven
price plus a profit margin as the triggering mechanism were
s
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tested versus the cash strategy. The scale-up procedure
evaluated the effectiveness of hedging additional incremental
units of production equal to 50, 33, and 25 percent of pro
duction for each $1.00 increase in the trigger price. Due
to the nature of the scale-up procedure the placement hedging
scenario was dropped. Strategies tested using the scale-up
procedure are identified in Figures 6,6 to 6.10 as follows:
first, the strategy nuinber corresponding to the strategy
number tables in Chapter 5, then the hedging scenario (F or
S), and filially the percent of production hedged. The per
cent of production hedged initially is identified as either
1, 5, 3, or 2 which identifies the 100 percent, 50 percent,
33 percent, and the 25 percent of production hedged, respec
tively. For example, results for strategy 5 under the 7-
month hedging scenario, hedging 25 percent of production is
identified as 5S2.
The results of the alternative hedging strategies for
the combined sale of cattle in February, May, August, and
November using the scale—up procedure are illustrated in
Figure 6.6. As shown in Figure 6.6, only the routine strat
egy hedging 100 percent of production under the 5-month
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scenario did not yield superior results. Also, improved re
turns were obtained by simultaneously utilizing the scale-up
strategy and strategies using profit margins under $4.00 per
cwt. The lower the profit margin, the lower the percent of
production that could be hedged initially resulting in im
proved returns. For example, the routine strategy hedging
100 percent of production (RFl) was converted to a superior
strategy by implementing the 50 percent scale-up with addi
tional increases in returns occurring for the 33 percent and
25 percent scale—up procedures. The highest returns were
obtained by strategy 8 by hedging 100 percent of production
under the 7—month hedging scenario. However, the second and
third highest returns were obtained by implementing the 25
percent and 33 percent scale-up procedures for strategies 5
and 7, respectively, under the 5-month hedging scenario.
When examining the effects of the scale—up on the re
sults of most of the strategies during the individual feed
ing periods. Figures 6.7, 6.8, 6.9, and 6.10, it was found
that the best results were obtained by hedging 100 percent
of production. However, for some strategies, improved re
sults were obtained by implementing the scale-up strategies
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during the individual feeding periods. During the August-
February feeding period, the second and third highest re
turns were obtained by strategy 5, hedging 33 and 50 per
cent of production under the 5-month hedging scenario.
During the November-May feeding period, strategy 7 returns
under the S-month hedging scenario were improved to within
$.02 per cwt. of the cash strategy by implementing the 50
percent scale-up. For the February-August feeding period,
only 11 percent of strategies tested yielded ambiguous
results, the rest being superior to the cash strategy.
Again, for the lower profit margins and routine strategy,
results could be improved by implementing a scale-up strat-
egy. The implementation of the scale—up strategy during
the May-November feeding period proved to be ineffective in
improving returns; however, in many cases the variance of
returns were reduced by implementing the scale-up strategy.
Strategies as identified in Table 5.1 were re-evaluated
for the sub-period 1981 through 1984 in order to allow for
the inclusion of a hedging strategy utilizing an Iowa State
Extension Service price forecast of fed cattle prices.
Figure 6.11 illustrates the results of the hedging strate-
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gies in a mean-variance framework for the combined sale of
cattle in February, May, August, and November during the
sub-period. Of the strategies tested, 69 percent yielded
superior results versus the cash strategy, 31 percent yield
ed ambiguous results, and 0 percent yielded inferior re
sults. Under the placement hedging scenario, only strate
gies 6 and 7 yielded superior results. Strategies 3 through
10 yielded superior results by increasing the hedging period
to include the first five months of feeding. Under the 7-
month hedging scenario, strategies 4 through 11 yielded
superior results versus the cash strategy. The highest mean
net returns were produced by strategy 10 under both the 5-
and 7-month scenario. Under both the 5-and 7-month hedging
scenarios, strategy 16, which utilized the price forecast as
a triggering mechanism produced the fourth and fifth highest
mean net return of the superior strategies.
Figures 6.12 through 6.15 illustrate the results of the
alternative hedging strategies tested during the sub-period
1981 through 1984 for the four respective feeding periods.
As illustrated, 65, 20, and 27 percent of the strategies
tested during the sub—period for the February, May, and
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August feeding periods yielded superior results while the
May-November feeding period continued to perplex the Iowa
cattle feeder. Only 10 percent (2 out of 19 strategies)
yielded superior results for the May-November feeding per
iod. During the August-February feeding period strategies
3 through 10 under the 5—month hedging scenario, outperformed
their 7-month hedging period counterparts in terms of both
increased means and reduced variances of return, except
strategy 4, which yielded a slightly higher variance.
Strategy 8 under the placement hedging scenario and strate
gies 10, 11, and 16 under both the 5-and 7-month hedging
scenarios yielded superior results for the November-May
feeding period. Strategies 8 and 9 under the 7-month hedg
ing scenario yielded the highest returns for the February-
August feeding period. Only strategy 3 under the 7-month
hedging scenario and the routine strategy yielded superior
results for the May-November feeding period. Interestingly,
whenever hedging took place during the May-November feeding
period losses were reduced. The strategy utilizing the
price forecast as a triggering mechanism during the February,
May and August feeding periods produced superior results
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under both the 5-and 7-*month hedging scenarios. No hedges
were placed using the price forecast strategy during the
May-Novenber feeding period.
Based on the results obtained from the alternative
hedging strategies, it would be very difficult to reject
the hypothesis that hedging will reduce the levels of price
risk faced by Iowa cattle feeders. Several alternative
hedging strategies effectively reduced the variability of
returns and increased the returns as compared with the cash
strategy. The simulated results indicate that, over time,
selective hedging is better than not hedging at all, on the
basis of returns and the variability of returns. Although
past performance is no guarantee of future results, there is
no reason not to expect similar results in the future. The
hedger should recognize, however, that net returns from each
feeding period will not always be increased by selective
hedging, but in the long run the average net return should
be higher and less variable. The hedger should also be
willing to accept that some profitable periods may be offset
by losses with hedges placed during the feeding period, but
the results also show that the profits will more than offset
220
the losses over time. The selective hedger must be willing
to stick with a hedging strategy. The hedger who abuses a
hedging strategy by failing to honor the signals, is playing
a guessing game which has hurt many cattle feeders. It is
the goal of a marketing strategy to allow the cattle feeder
the advantages of changing market situations, not be a victim
of them.
As shown by the review of literature, there has been an
abundance of empirical research conducted on the use of the
live cattle futures contract. However, as found by the sur
vey of Iowa cattle feeders, more is needed in the area of
education on the use of the live cattle futures market as a
risk reducing and profit enhancing mechanism. The weakened
financial positions of producers is a cause for concern not
only among feeders, but also among lenders of capital. The
potential benefits to lenders from more extensive borrower-
lender coordination, in terras of price risk management, may
be the key element in spreading the understanding of the
role of the futures markets. In order to keep the goals of
the cattle feeding operation in sight, producers must be
willing to incorporate new technology and production prac-
221
tices such as micro-computers. The use of micro—computers
can enable the producer to obtain immediate information on a
particular pen of cattle such as age, ration, breakeven
costs, and the easy calculation of potential hedging oppor
tunities. Producers and researchers should consider the
simultaneous use of the corn, feeder, and live cattle fu
tures contracts in a further attempt to alleviate both input
and output price risk. Also, commodity options as a viable
substitute for traditional futures hedges for livestock need
to be evaluated.
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APPENDIX. QUESTIONNAIRE USED TO SURVEY CATTLE FEEDERS
232
LIVESTOCK COMMODITY FUTURES MARKET SURVEY
This survey is concerned with livestock producers use
of the futures market in order to hedge their production.
Hedging, here, refers to selling a futures contract on the
Chicago Mercantile Exchange (or other exchange) against
either hogs, cattle on feed, or calves which you expect to
sell, or buying a feeder cattle contract against the expected
purchase of feeder cattle.
Part I. General Information:
Age
Years engaged in farming
Number of acres; Owned Rented
Percent of family income earned from off farm sources
Part II. Answer this part if you have never used livestock
futures, indicate your reason(s). Rank each on a
scale of 1 to 3, 1 being very important, 2 somewhat
important, and 3 no importance.
a. Inadequate knowledge of how the livestock futures
market operates
b. Lack of adequate capital
c. Size of farming operation too small to warrant the
use of livestock futures
d. Livestock futures market too risky
e. Don't have time to follow the livestock futures
market closely
f. Expected returns are not worth the investment
g. Other (specify)
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Part III. Answer this part only if you have never used the
livestock futures market but have used futures
for other commodities, indicate your reason(s).
Rank each on a scale of 1 to 3, 1 being very
important, 2 somewhat, and 3 no importance.
Don't feed out enough livestock to make one futures
contract
b. Inadequate knowledge of how the livestock futures
market operates
c. Lack of adequate capital
d. Don*t have time to follow the livestock futures market
Livestock futures market is too risky and unstable
f. Not interested in contracting or forward pricing for
livestock
The futures market offers no benefit (reduced price
risk and/or increased profits)
Part IV. Answer this part if you have used livestock
futures.
1. About how often do you review or get a report on the
current livestock futures market situation? Check appropri
ate space below.
When Actively When Not Actively
Engaged in the Engaged in the
Number of Times Futures Market Futures Market
a. Daily
b. Once a week
c. Once a month
d. Less than once
a month
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2. What is the purpose of your livestock hedge? Rank each
on a scale of 1 to 3, 1 being very important, 2 somewhat
important, and 3 no importance.
a. Reduce the price risk
b. Lock in the price of fed animals at a
greater than the expected cash price
c. Lock in the price of fed animals at a
greater than the breakeven price
d. Lock in the price of fed animals at a
greater than the current cash price
e. Fix the price of feeder cattle
f. Request of your banker
g. Other (specify)
level
level
level
3. After placing your hedge;
a. Have you normally, (check one)
held it until livestock are marketed
lifted and replaced it during the feeding period
a number of times
lifted the hedge during feeding and never replace it
b. Have you ever made delivery on a contract? yes no
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Part V. Everyone answer the following items as they apply
to your farming operation. If you used in 1984 or
previous years the futures market, indicate the
approximate percent of the following products hedged
in 1984 as well as the maximum percent in any one
year during 1974 through 1983.
Maximum %
Quantity sold hedged in any
Product or Prurchased % hedged one year
or Commodity
Bu. of corn sold
Bu. of soybeans sold
Bu. of corn purchased
No, of barrows and
gilts sold for
slaughterC200-230 lbs.)
No. of steers sold
for slaughter
( 1050-1200 lbs. )
No. of feeder cattle
sold (575-700 lbs. )
No. of feeder cattle
purchased (575-700 lbs.)
in 1984 in 1984 1974-1984
Part VI. Any comments concerning the use of the futures
market is greatly appreciated.
